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A Banker’s Diary 


» per cent. National 
War Bonds 1946/8 on the eve of the current coupon 
payment, the Treasury conformed precisely 
to market expectations. What was wholly 
unexpected was the omission to provide any 
immediate successor of a similar nature. 
l‘or the time being, therefore, the only new Government 
security on offer apart, of course, from Treasury bills 

are the long-dated 3 per cent. Savings Bonds 1955/65. 
It is not to be supposed that this position will be allowed 
to persist for more than a few weeks. The active demand 
for short-medium issues of this kind is sufficiently evident 
from the fact that subscriptions to the 2) per cent. issue 
in the 32 weeks to August 12 amounted to close on £434 
millions, as compared with sales of 3 per cent. Savings 
Bonds in the same period of slightly less than £280 
millions. Comparatively short-dated stocks of this kind 
are particularly sought after by many classes of institu- 
tional investors. These include companies seeking to 
build up reserves out of undistributed profits for use after 
the war. In view of the probable difficulties discussed in 
our last issue of controlling inflationary tendencies in 
the post-war period, it has been suggested that the 
Treasury might have decided to restrict further borrowing 
to long-dated issues. This seems improbable for a numbet 
of reasons, but chiefly because such a policy would not 
noticeably assist in solving the post-war problem. It 
denied a short-dated stock, companies would have two 
alternatives. Either they can decide to hold reserves in 
completely liquid form, in) which case medium-term 
borrowing is replaced by borrowing in the shortest 
possible form of floating debt. Alternatively, some might 
admittedly be induced to buy long-dated stocks instead. 
The underlying assumption, however, is that any holding 
of Government securities constitutes a liquid reserve. 
And in the event of any attempt to liquidate holdings on 
a large scale, the Treasury, if it desires to maintain cheap 
money, would be just as effectively compelled to create 


By withdrawing the tap issue of 2! 


Government 
Borrowing 
Technique 
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credit in order to support the market as if it had to borrow 
against floating debt for the redemption of maturing 
issues. Little purpose would thus be served from this 
point of view in simply ignoring the demand for short 
medium maturities. 


ON the other hand, there might be a compelling motive 
for avoiding certain maturity dates if a bunching up of 
existing maturities already promised for- 

a midable conversion problems in those par- 
Debt ticular years. As will be seen from the 
table below, however, the time-structure 

of the existing debt shows no special difficulties of this 
kind. The table shows the amount of debt which falls 
to be compulsorily converted in successive five-year 
periods. The figures ignore the £188 millions of Victory 
4 per cents., the ‘annual drawings of which are spread over 
so long a period (continuing until 1976) that the redemp- 
tion of this stock hardly enters into the conversion 


DEBT MATURING IN FIVE-YEAR PERIODS 


£m. 
1941/5 Ke cs rr sca 566.8 
1946/50 es ee aya ah 1,147.8 
1951/55 se - aa we - 2,212.9 
1956/60 a ne A 1,207.3 
1961 and after eu i - 1,660.5 


problem. It will be seen that only {566.8 millions of 
stock is shown as maturing before the end of 1945, and 
no more than {1,147.8 millions in the succeeding five 
years. This, howe ‘ver, gives a distinctly false impression, 
since (apart from the mounting total of floating debt) it 
has to be remembered that some £670 millions of National 
Savings Certificates and some £300 millions of Defence 
Bonds mature within the next ten years and are repayable 
on demand, or at short notice under very moderate 
penalties, at any time within that period. Together with 
interest-free loans presumably repayable at the end of the 
war, this makes a total of over {1,000 millions. Even if 
small savers maintain their holdings until maturity, the 
renewal of this debt forms part of the conversion problem 
for the final years of this decade. This might provide 
some motive for avoiding a stock maturing in the period 
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1948/50, which would have been the probable life of a 
per cent. stock substituted for the issue now with- 
yo The {2,212.9 millions maturing within the 
1951/55 quinquennium consists almost entirely of the 
outstanding {1,911 millions of old War Loan, which will 
fall due for conversion in 1952 if at that time the issue 
still stands above par. To avoid any conflict with this 
operation, there might be a good case for putting out a 
loan of 12 to 15 year life, instead of any shorter maturity. 
In this case, however, it would almost certainly be 
necessary to offer a rate of 2? percent. It may be that the 
Treasury was unwilling to replace a 25 per cent. issue by a 
2? per cent. stock even of much longer life, in order to 
avoid any possible misapprehension about the continuance 
of progressively cheaper money throughout the war. 


WuaTt is virtually certain is that the market cannot for 
long be deprived of a short-term or medium-term issue. 
The absence of such a stock would bear 
Investment particularly hard on the insurance com- 
Requirements 
of the Banks Panies, which are prohibited from eTihapiti 
their accumulz iting funds in anything save 
new issues and yet need a wide choice of maturities ‘a 
order to match their liabilities. The determining factor, 
however, lies in the investment requirements of the banks. 
Since the beginning of the war, the combined investment 
portfolios of the clearing banks have now shot up by no 
less than £300 millions, the increase during the past year 
having been at an average rate of more than £20 millions 
a month. There is no reason to suppose that the expan- 
sion in investments has anything like run its course. 
Advances continue to decline and additional investments 
are needed on normal banking principles to offset the 
resulting loss of income. Even if advances were to touch 
bottom, it is not to be supposed that any further expan- 
sion in deposits would have its counterpart entirely in low- 
yielding Treasury deposit receipts. Since there is, as 
has previously been pointed out in our columns, no such 
thing as costless credit, it is just as necessary for the 
banks to maintain a reasonably remunerative assets 
structure in war-time as in peace, notwithstanding the 
expansion in their total assets. Either through the con- 
version of Treasury deposits into War Bonds, or more 
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probab ly by subscriptions to Government loans which 
make Treasury de ne borrowing unnecessary, a further 
rise in investments would undoubtedly provide the 
counterpart to a large proportion of any further increase 
in deposits. Indeed, although investments still represent 
only some 30 per cent. of deposits, unless advances 
recover, investments should increase by some 60 per 
cent. of any addition to deposits. 


EVEN this would leave the ratio of the four “ liquid ”’ 
assets at its present abnormally high level of around 4o 
per cent., compared with little more than 
Liquid § ~— 34 per cent. a year ago and a normal level 
Assets Ratio 7 
“ies of around 30 per cent. in peace-time. The 
40 per cent. Teal question, indeed, is why the liquid 
assets ratio has been allowed to vent its 
present level ; in other words, why investments have not 
shot up still more sharply than they have in fact done. 
In so far as investments policy is still gove al by strict 
banking principles the answer may well be that the banks 
have shown a certain reluctance to load themselves too 
heavily with Government securities which up to the 
present have enjoyed anything but a ready market. This 
may well have been the case even though in practice there 
can hardly be any question of bank liquidation of these 
securities on a heavy scale, not only because the liquid 
assets proper would be more than amply sufficient to 
buttress deposits against any conceivable withdrawals, 
but also because the investments total in any case is 
mainly composed of securities which could more readily 
be liquidated. The establishment of a free and active 
market for the recent tap issues promises to be the 
chief result of the Treasury’s tactics in shutting off the 
National War Bond tap for a brief period. Bank pur- 
chases of existing medium-term securities on anything 
like the scale of the recent expansion in investments must 
inevitably exert a strong upward influence on the prices, 
primarily of this range of securities and ult imately, of 
course, for the whole market. In the process the recent 
issues will be rendered more liquid. Already we have 
seen the original National War Bonds 1945/7 comfortably 
floating off the par mark. 
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APART from a further rise in investments and deposits to 
fresh record levels, the most interesting feature of the 
clearing bank returns for July was the 
Recovery continuance of the recovery in money 
in Money ; ate . . 
Market. Market assets noticeable in June. In July, 
Assets aS will be seen from the following table, 
discounts showed a jump of as much as 
£81.5 millions to £274.5 millions, although this level is 
still {140.7 millions lower than a year ago, when the 
Treasury deposit system had only just been ‘introduced to 
replace Treasury bills as the chief medium of deficit 
finance. 
CLEARING BANK RETURNS 
(£ Millions) 


July, Changeon Change on 


1941 month year 
Deposits... re ay “2 29007 + 44.8 + 530.7 
Cash ov a ~ it 306.3 — 4.5 + 44.3 
Call money ds Be ce 138.6 — 4.3 — 7.2 
Discounts a ry i 274.5 +81.5 —140.9 
Treasury deposits .. iia a 476.0 — 6.0 + 450.0 
Investments Ks ws ba 902.5 + 22.3 +-244.7 
Advances .. ia - ee 853.4 — 5.8 — 78.5 
Acceptances ‘is ae as 98.5 — 77 — 14.3 
% %o % 
Cash to deposits .. 10.24 — 0.44 — 0.31 


In June and July togethe r, as will be seen from the 
next table, the combine d total of money market assets 
recovered by {111.9 millions, after a continuous fall 
aggregating {177.4 millions in the previous six months 
alone. It will be apparent from the table that this reversal 
of trend in the past two months involves a drastic redis- 
tribution of outstanding tender bills. In preceding 
months, as was repeatedly pointed out in our columns, 
the rapidly accumul _ funds of ste nies. area central 
banks had absorbed a steadily rising proportion of a 
practically unchanged foes eg issue, steadily reducing the 
supply of bills av lable to the banking system through 
the discount market. Thus, in the three months from 
December to February, clearing bank money market 
assets slumped by over {140 millions, even though the 
outstanding tender issue was unchanged, and the fall 
continued with a further decline of £37.6 millions in the 
following three months even though over that period the 
tender issue rose on balance by £60 millions. 
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Change in: 


Bank money __ Treasury Bills Outstanding 
market assets Tender Tap 
fm fm £m 

1940 December -» —55.6\ __ eid Pe, 

1941 January.. .. —236 f° 19" ~“ i tae 
February - — 61.0 — + 28.7 
March .. .. 12.8) __ ‘nd 7 ; 
April... .. — 08 f 3-9 alee : 72 
May es ‘a — 24.0 + 40.0 +- 40.0 
July - a HE = } +1I1.9 + 55-0 + 81.3 


In the past two months precisely the opposite has 
occurred ; the increase in the banks’ money market 
assets was actually slightly more than double the net 
expansion in the tender issue. On the other hand, the 
jump of {81.3 millions in the volume of tap bills in those 
weeks is on the face of it rather more than might be 
expected as the counterpart purely of extra-budgetary 
receipts. 


THE explanation of these divergent movements is, in 
fact, known to be that tap bills have now been made 
available to Empire central banks, which 
Tap Bills previously sought an outlet for their short- 
for Empire a ; —+"“W. : oy: 
Central ‘rm funds in tender bills in competition 
Banks With the discount market at the Friday 
tenders. One reflection of this change of 
technique has been a check to the continued increase 
formerly in evidence in total applications for the bills on 
offer. In the later months of I940 a rapid expansion 
in applications set in, culminating in a temporary peak 
of {160.5 millions on EF ebruary 28 this year. Subsequent 
peaks were touched of Nees 7 millions on April 4 and 
£170.4 millions on May 2, but the latter figure has not 
since been equalled, much less exceeded. On August 8, 
for example, applications fell back to slightly below the 
£160 millions mark. The chief beneficiary of the change 
in Treasury bill technique is, of course, the discount 
market. So long as the authorities were in effect trans- 
ferring an ever rising proportion of an unchanged bill 
issue into the hands of sterling area banks, issuing 
Treasury deposits both to make good the fall in clearing 
bank money market assets and to finance current needs, 
the discount market was faced with the threat of a steadily 
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dwindling turnover. Under the new regime that danger 
has been removed. It is interesting to note, moreover, 
that the “ refiation ’’ of the banks’ money market assets 
does not seem to have taken place through any back-door 
transactions between the banks and the authorities but 
by the traditional method of purchases in the open 
market. Although the market syndicate’s percentage 
ee have not shown any spectacular improvement, 
it has to be remembered that the aggregate bid has in 
recent months been stepped up from £65 to £75 millions 
in sympathy with the increased amount of bills on offer. 
In consequence, of the tender bills outstanding on August 
16, as much as {327 millions would seem to have passed 
through the hands of the market, as compared with no 
more than £208 millions in the three months to May tro. 
Perhaps the one drawback to the change is a slight loss 
of statistical symmetry. Since the introduction of the 
freasury deposit system, replacing direct dealings in 
bills between the suthastiion and the banks, it had been 
possible to assume that any additional tap bills were 
taken up by public departments out of extra-budgetary 
receipts, any ‘‘ effective” borrowing against floating 
debt taking the form of an increase in cman deposits. 
Henceforth it will be impossible to know to what extent 
an increase in tap bills represents an accumulation of 
departmental receipts and to what extent the accumula- 
tion of sterling area balances. 


THE system of Treasury deposit borrowing having now 
been in operation for more than a year, the following 
statistics indicating the growth of this new 
form of Government indebtedness will be 
of interest. In the first column is shown 
the maximum amount stated to have been 
called for during the preceding six months, in the second 
column the amounts actually outstanding as shown by 
the monthly floating debt returns, and in the third 
column the amounts held by the clearing banks, as shown 
by the monthly returns. Owing to differences of date, the 
figures shown in the different columns for any particul: ir 
month are not strictly comparable. Subject to this 
proviso, any difference between the figures in the first and 
econd columns ener indicate the amount of deposits 


Treasury 
Deposit 
Receipts 
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cashed in before maturity, and any difference between 
the second and third columns the amount of deposits 


TREASURY DEPOSIT RECEIPTS 


Held by 

Issued and Actually clearing 

End not matured outstanding banks 
£m £m {m 
1940 July sd =P 30.0 30.0 26.0 
August a aca 30.0 30.0 26.0 
September .. 3 110.0* 124.0 gI.5 
October ns aa 205.0 199.5 179.5 
November .. i 330.0 269.5 2360.0 
December... ba 380.0 338.0 313.5 
1941 January ga os 415.0 3660.0 340.5 
February a ce 415.0 355-0 329.5 
March ‘ a 460.0 429.5 374.0 
April i aie 525.0 502.5 4601.0 
May .. =r es 560.0 498.5 469.0 
june .. a 7 594.0 519.0 482.0 
July - 579.0 515.5 476.0 


* On September 29. Issued by October 6, £140m. 


held by quarters other than the clearing banks. Even 
allowing for the differences in date, it seems fair to 
conclude that the amount of Treasury deposits held by 
outside quarters (including the Scottish banks) has risen 
from £4 millions at the beginning of the new system to 
around £40 millions, and that deposits were withdrawn 
before maturity on a substantial scale in the months of 
November, February and May, and to a less extent in 
June. 


AFTER several years of stagnant credit, rearmament in 
the United States has caused a sudden revival in the 
demand for bank accommodation. The 

nd ‘on effect on earnings of this renewed outlet for 
ie United funds is clearly brought out in an analysis 
States of member bank operating ratios contained 

in the latest Federal Reserve Bulletin. In 

1940, interest and discount on loans provided as much as 
57-5 per cent. “ total earnings, compared with 54.5 per 
cent. in 1939, 52.2 per cent. in 1938, and less than 50 per 
cent. in 1937. gt te and dividends on securities, on 
the other hand, accounted for only 26.6 per cent. of total 
earnings in 1940, against 29.8 per cent. in 1939 and as 
much as 34.8 per cent. in 1937. Salaries and wages 
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absorbed 29.9 per cent. of total earnings in 1940, against 
29.2 per cent. in the previous year, interest on time 
deposits 16.3 per cent., against 17.1 per cent., and taxa- 
tion 7.2 per cent. against 6.4 per cent. Thus, net earnings 
amounted only to 27.7 per cent. of total earnings, as 
compared with 28.5 per cent. in the previous year, “while 
net profits represe nted only 21.5 per cent. of earnings 
against 23.9 percent. E xpeeesed i in another form, it may 
be said that total earnings for 1940 were equivalent only 
to 3.7 per cent. of total assets, net earnings only to 1.1 
per “cent. and net profits only to 0.8 per ‘cent. These 
figures provide a striking answer to the “ costless credit ”’ 
theor ists, more particularly as earnings on advances were 
as high as 6.1 per cent. of loans outstanding, while 
security holdings showed an average return of 3.1 per cent. 


THE steady advance in the note circulation to fresh record 
levels continued into August. In the Bank Holiday week 
there was “quite a sharp jump of over £8 
More Note 

Circulation Millions while a further slight expansion in 
Records the succeeding week carried the circulation 
to yet another record level of £668,177,000. 
As a corollary of this expansion, the Reserve was reduced 
to £13,792,000, compared with the peak level of 
£58,342,000 to which it was raised as recently as April 30 

by the increase of {50 millions in the fiduciary issue. 


ANALYSIS OF BANK RETURNS 
(£ Millions) 


Note Total Bankers’ 

Circulation Reserve Securities Deposits 
July 30... " 658.4 23.5 188.3 $32.5 
August 6 .. is 667.0 14.9 179.1 108.9 
Se = 668.2 13.8 187.3 96.1 
20 665.4 16.6 188.2 102.6 


An important influence making for easy credit condi- 
tions in the first half of August was Ways and Means 
borrowing over the turn of the month, reflected in a jump 
of close on £12 millions in Government securities. The 
sharp fall in bankers’ deposits a fortnight later was due 
to a temporary immobilization of funds on public deposits, 
as a result of the last-minute rush for National War Bonds, 
which caused severe credit stringency. 


Australia’s War Effort 


By D. F. Kerr 
(Intelligence Dept., Bank of New South Wales, London) 


(i) Economic Mobilization 
m HE prospectus of an unlimited war effort,’’ was the 
dominating theme of a broadcast speech by Mr. 
Menzies on June 17, soon after his return from a 
four months’ tour of the Middle East, Britain and the 
United States. Full details of the programme could 
hardly be expected in such a speech, but the Prime 
Minister gave sufficient information to reveal the plan as a 
most formidable one, tocover man power, munitions, civil 
production, transport, coal and finance. There is to be a 
drastic review of the existing schedule of reserved occupa- 
tions, and it is proposed to replace men by women in 
industry wherever possible. At the same time “ dis- 
loyalists ’’ responsible for industrial unrest will be interned 
and strikes and lock-outs in war—or related industries— 
will be prohibited. Similarly, action will be taken against 
employers indulging in “ industrial irritation tactics.” 
To deal with the rapidly expanding munitions output, it 
was decided to separate the Ministries of Supply and 
Munitions and also to create a Ministry of Aircraft 
Production. Civil production is to be reviewed and the 
Government will exercise powers to take over or close 
factories and to “concentrate’’ industry in the most 
efficient plants, as in Britain. Further sweeping reduc- 
tions in imports, whether from within or without the 
sterling area, are to be effected. The transport system 
having been subjected to great strain, it is proposed to 
requisition coastal shipping and to appoint executive 
authorities to make full use of rail and road facilities. 
A commission will be appointed to control the 
production, distribution and consumption of coal. All 
these measures will call for greater fiscal efforts, including 
higher taxation and larger subscriptions to war loans and 
savings. 








144 THE BANKER | 

It is useful to examine the effort made in the phase 
prior to Mr. Menzies’ speech. It is not possible to give 
anything like the full details even if particulars were 
published, but Mr. Menzies gave many general indications 
in his recent speeches delivered in this country. Australia 
has been faced with the necessity of providing war 
material for her own forces at home and abroad, while 
she has become more important as a supply base for the 
Allied forces in the Middle and Far East. As a result, 
there has been a huge increase in war production. Before 
the war, production was confined mainly to small arms 
and ammunition, but at the present time Australia is 
turning out aircraft, modern guns, ships (naval and 
merchant), and in the near future tanks, together with 
many other kinds of war equipment. In some cases the 
mass production stage has been reached. 


In the first fifteen months or so of the war there was no 
marked interference with civil industry in Australia and 
the Government's policy was to obtain the resources for 
the war effort from then untapped potential, assisted by 
the diversion of resources from new capital development. 
Indicators of business activity showed a_ steady 
expansion : for example, retail trade turnovers increased 
and unemployment declined. The estimated national 
income rose from f£A7gom. in 1938/39 to £A86om. in 
1939/40, while a further small increase is expected in 
1940/41. Internal prices remained comparatively stable, 
the official cost of living index (1928/29 = 100) rising 
slightly from 89.4 in 1938/39 to 91.3 in 1939/40; in 
March, 1940, it was 91.2, but by M: arch, 1941, it had 
advanced to 97.5. Now that Australia has reached a 
stage of virtual full employment, future expansion of the 
war effort will have to be at the expense of civil 
production. 


(11) War Finance 

From the beginning of hostilities, the Government's 
financial policy has been a “ balanced programme of 
taxation, borrowing from the public and borrowing from 
the banking system,” but it was clear that the stage would 
eventually be reached where taxation and public borrow- 
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ing will have to provide all the necessary finance if 
inflation is to be avoided. In 1939/40, Commonwealth 
revenue totalled £A1i2m., while war expenditure in 
Australia amounted to {A45m., oversea war expenditure 
in that year being fAtom. The 1940/41 budget made 
provision for a great increase in war expenditure and 
called for heavier taxation and public loans. The esti- 
mates showed a total revenue figure of fA148m. against 
war expenditure of f£A186m., of which fAr43m. in 
Australia and £A43m. overseas. The Commonwealth 
Treasurer, Mr. Fadden, estimated that the {A143m. 
internal war expenditure would be met as follows: from 
rash balances £A28m., from loans and war savings f{A50m. 
one from taxation fA65m. During the year, two public 
loans for war and works were raised, totalling {A28m. and 
fA35m. respectively. Together with an estimated total 
“f f Ar ym. from subscriptions to savings certificates and 
smaller amounts from interest-free loans and gifts, this 
would indicate that the loan estimate was realized. 
Actually, it seems that internal war expenditure was 
about £A130m., which would leave a cash balance carry- 

over for 1941/42 
The savings campaign started in March, 1940, and 
while the rate of savings and the formation of savings 
groups is proceeding satisfactorily—in January, 1941, 
there were some 22,000 groups comprising nearly a 
million members—not all the subscriptions represent 
‘new’’ saving. Some have clearly come from savings 
bank accounts. Up to the present, there is no definite 
indication what war expenditure will be in 1941/42, but 
preliminary estimates suggest a figure of f{A250m. After 
allowing for receipts from taxation at current rates, from 
loans, savings and miscellaneous sources, a “ gap”’ of 
about fA6om. may remain. Apparently the Common- 
wealth Treasurer will bridge this gap partly by taxation, 
partly by public borrowing and _ partly by further 
borrowing from the banking system. Naturally there 
is some concern about continued reliance on bank 
finance, for with a state of full employment virtually 
reached there is a clear danger of inflationary tendencies 

developing. 

It is interesting to note the recent discussions in 
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Australia concerning income and dividend taxation. 
Owing to the appreciable variation in taxation rates 
between some States, the present level of Commonwealth 
taxation has been pushed almost to the limit, for any 
further increases in rates would bear very heavily on tax- 
payers in the higher taxed States. For many years there 
has been strong support for a proposal that the States 
should vacate the field of income tax, on individuals and 
companies, in favour of the Commonwealth. In return, 
the Commonwealth would make each State an annual 
grant. At a recent conference between Commonwealth 
and State representatives, it was proposed that the 
Commonwealth should give the States {A3om. annually, 
of which £A24.5m. would be allotted on a population 
basis at £A3 Ios. per capita, the balance of £{A5.5m. to be 
allocated betw een the States by mutual agreement. The 
States rejected the proposal. Financial grounds alone 
would not have motivated this rejection, for in 1939/40 
total State revenues from income and dividend tax 
amounted to £A33.5m., and on the basis of proposed 
distribution of the grant some States would have been 
about in the same position, others would be less favour- 
ably placed, while one might have gained. It is well 
known that the States are not well disposed to further 
Commonwealth incursions into their spheres of influence 
and this would naturally have been a factor in their 
refusal. However, the matter may not have ended there, 
for the Commonwealth could force the issue. It is to be 
hoped that the proposals will receive further considera- 
tion; in Canada the Central Government has already 
succeeded in making a similar arrangement with the 
Provincial Governments. 
(iii) The Banking Position 

Banking trends naturally reflect the financial effects of 
the war programme. In many respects the movements 
in trading bank figures have followed a similar course to 
those of the c learing banks in Britain. The features have 
been rising deposits, increasing holdings of Government 
securities, improved liquidity and falling advances. The 
following table shows the quarterly average figures over 
the period March, 1939, to March, 1941: 


ec 
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AUSTRALIAN BANKING AGGREGATES 
QUARTERLY AVERAGES—NINE TRADING BANKS 
(£A Millions) 
Mar. Mar. June Sept. Dec. Mar. 
1939 1940 1940 1940 1940 1941 











Deposits : 
Interest bearing. . - 199 210 212 205 205 #4208 
Current .. - ws 123 138 138 140 152 161 
Total .. 322 348 350 345 357 369 
Cash kes a 36 44 39 40 43 46 
Treasury Bills ie Sig 2 41 2 34 41 44 


Total Cash and Treasury Bills 61 85 81 74 84 go 











Government Securities .. 20 33 2 44 50 58 
Advances .. és .. 285 280 287 287 282 278 
~— : % “% “% % % % 
Cash to Deposits II.2 12.7 I1.1 11.6 12.0 12.4 
Cash plus Treasury bills 
to Deposits .. os SQ. 24.4 25.2% 25-4 2355 24.4 
Advances to Deposits .. 88.6 80.4 81.8 83.1 78.9 75.5 


In the early stages of the war, the Commonwealth Bank 
adopted an expansionary policy in accord with the 
general Government policy, so that Australian industry 
would be provided with sufficient finance to take up the 
slack in unused resources. This took the form of Govern- 
ment borrowing from the banks, an expanding Treasury 
bill issue and open-market operations by the Common- 
wealth Bank. The latter action also assisted to bring 
down interest rates. The average redemption yield on all 
4 per cent. issues fell from £43 18s. 7d. in the March 
quarter of 1939 to {A3 7s. 2d. in 1940, ond to about £A3 
in the first quarter ‘of this year. Other factors were the 
improvement in export incomeand restrictions on imports, 
control of internal capital issues and the adoption of a 
more selective advances policy by the banks. 


Referring back to the table, it will be seen that the 
magrenenninn in liquidity has been most marked. The 
banks have greatly increased their holdings of Govern- 
ment sec urities, which in March, 1941, were nearly double 
the March, 1940, figure, and almost three times as large 
as in 1939. The fall in advances, although consistent, 
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has not been outstanding—only fAgm. in the year ended 
March, 1941—but it should be pointed out that the 
Australian banks have been called upon for substantial 
financial assistance in the rapid development of existing 
and new war industries. It might be expected that the 
rate of decline in this item will quicken in due course, 
but probably not to any great extent during the next 
year. It should be noted that the two items, government 
securities and advances, have a very different relationship 
to each other from that in this country, where the clearing 
bank investment holdings recently topped their advances. 
It is also noteworthy, however, that the ratio of advances 
to deposits in the M urch qui iter of 1941 fell to 75.5 per 
cent., the lowest point for over ten years. The rise in 
deposits has been substantial and chiefly in current 
accounts, 

On the whole, the banking position underlines the 
need for a strong Government and central bank monetary 
policy if the dangers of inflation are to be avoided. It 
is probably true to say that in Australia the rate of 
turnover of balances has not decreased as in Britain. In 
fact, the Commonwealth Statistician’s index of bank 
clearings for March, 1941 (1928/29 = 100) was II4.3, as 
compared with 108.7 and 96.3 in March, 1940 and 1939 
respectively. However, now that the war effort will call 
for greater restriction of personal expenditures, it is 
reasonable to foresee a fall in the turnover of balances. 


(iv) Overseas Trade 
An examination of the oversea trade position shows 
that while there was a substantial improvement during 
1939/40, the returns for the current year are not as 
satisfactory, principally because Australia is feeling the 
pinch of shipping space shortage. Details of exports 
and imports are shown in the following table : 
AUSTRALIAN OVERSEA TRADE 
(£A Millions) 
Imports Exports Excess Exports 


1938/39 ; : - 124.5 122.5 —2.0 
1939/40 “s 145.0 149.7 4.7 
g months to M: ir’ h- 

1939/40 : = ‘ 102.9 108.4 5.5 
1940/41 rg a IO1.4 101.8 0.4 
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Export prices over this period have been most satis- 
factory for Australia. For 1938/39 the Commonwealth 
Bank index - =100) was 66.1, while in 1939/40 it 
rose to 77.3. Since then there has been a further im- 
provement, as is shown by comparison of the figures for 
March, 1940, and March, 1941, which were 81.0 and 82.2 
re spectively. Over the past year or so there has been 
little change. 

An analysis of the trade figures for the nine months 
ended March, 1941, indicates a change in the direction 
of Australian export trade as compared with the same 
period of 1939/40. The proportion of exports to Britain 
fell sharply, but the proportions destined to New Zealand, 
British Malaya, China, Japan, the Netherlands East 
Indies and the United States were higher. The main 
point to note about the export returns was an appreciable 
fall in exports of the principal primary products, wool, 
butter, meat and sugar. 


It will be remembered that an agreement was recently 
reached between Great Britain on the one hand and 
Australia and New Zealand on the other, regarding 
commodity surpluses, whereby Britain is to buy all 
shippable surplus primary products, reserve stocks are 
to be built up and the cost of financing the surpluses, 
including reserves, will be shared, half by Britain and 
half by the Dominions concerned. It may be meee 
to make a rough estimate of the likely cost. In 1939/40 
Australian exports of wool, wheat, butter, sugar, meat, 
fruits and hides and skins were valued at fArrqm. 
Recent experience suggests that the decline in exports 
may be of the order of 25 per cent. Thus the cost of 
£A30m. odd would be divided equally between Britain 
and Australia. A similar calculation for New Zealand 
suggests an amount of {N.Z.15m. to be met equally by 
Britain and New Zealand. 


Imports continued at a high level, especially from 
Britain, although there was some reduction in imports 
from the United State s, Canada and the Netherlands East 
Indies. Some of these imports are undoubtedly 
necessitated by the requirements of the war industries, 
in addition there are many instances of inessential goods 
still being imported. This raises the question of import 
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and exchange control. In the early part of the war, the 
main aim of Australian import and exchange policy was 
to conserve dollars and generally to build up oversea 
funds. Since that time, a more general restriction of 
imports has clearly become nec essary and, as mentioned 
above, Mr. Menzies has now indicated that imports from 
the sterling area, as well as from other countries, will be 
severely restricted. A corollary of this policy internally 
is the pruning of civil industry, for import restrictions 
have tended to divert demand to home industries. There 
is clearly a limit to which this can be allowed in war-time. 
On the subject of Australian exchange control two points 
are worth noting: first, the Australian control has been 
developed in much the same way as in Britain and is 
equally strict; secondly, Australian gold production 
goes into the E mpire pool and the dollar proceeds accrue 
to Britain and not to Australia. 


(v) Balance of Payments 


Little information is available concerning recent 
movements in the Australian balance of payments, other 
than the general comment made by the chairman of the 
Commonwealth Bank in December last to the effect that 
some improvement over recent years has been recorded. 
However, a very rough estimate might be formed. Three 
factors have been ‘Tesponsible for the improvement : 
higher export prices, inflow of capital to Australia and 
certain special and non-recurring factors, such as loans 
by Britain. In 1939/40 the debit items would seem to be 
fA1om. for oversea war expenditure and f{A28m. for 
debt service, a total of £A38m. Against this must be 
set {A22m. for excess exports and gold production, and 
{A7.5m., being a loan made by the British Government 
in June, 1939. Official statements have shown that there 
was also a fairly substantial inflow of capital, which, 
including other items, might have been about fAIo-I2m. 
in all. On this basis there would have been a credit 
balance of payments of about £A3-4m. Movements in 
the published figures of Australian London funds would 
seem to confirm this estimate. In June, 1939, London 
funds were £A55.8m., while in June, 1940, the Common- 
wealth Bank’s figure of “ sterling reserve and money at 
short call in London ’’—which now virtually represents 


—- 
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the total of Australian London funds—was £A59.1m., 
an increase of {A3.3m. over the year. It is even more 
difficult to obtain a picture of 1940/41. Total debit items 
would be £A71m., representing oversea war expenditure 
of £A43m. and debt service of {A28m. Early in the 
year it was estimated that exports would total {A167m. 
and imports £A136m., but more recent developments 
suggest that the figures are more likely to be about 
fA150m. for exports and f{A130m. for imports, giving 
an excess exports figure of fAzom. Assuming that 
gold production was the same as in the previous year, 
at £A18m., and that capital inflow and other items again 
totalled about fArom., and taking into account the 
fA15m. loan made by Britain and the fA4m. carry-over 
from the previous year, the total of all credit items would 
be about fA67m. Thus, on the year there would be a 
final debit balance of roughly £Agm. The Common- 
wealth Bank’s sterling reserve figure on May 19, 1941, 
however, was as high as £A74.7m., representing a rise 
of £A15.6m. on June, 1940, though in the period to 
June, 1941, there was probably a further decline. Even 
so, there would still be a discrepancy between the position 
shown by the above rough calculation of the balance of 
payments in 1940/41 and that shown by the sterling 
reserve figure. There are two possible explanations. 
Either war expenditure did not reach the £A43m. 
budgeted, or else the inflow of capital may have been 
greater in 1939/40 than has been assumed above. 

The general impression, in any case, is that Australia 
cannot afford to rely on loans from the British Govern- 
ment and on capital inflow to cover so large a proportion 
of oversea expenditure. Whatever the present method 
of official book-keeping, part at least of these items will 
be an eventual charge on Australian London funds. 
Finally, it will be noted, these figures hardly suggest that 
Australia will be able to build up large balances during 
the war to redeem substantial portions of her long-term 
sterling debt. 
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America Nears Full 
Employment 





By F. E. Daniels 


(American Editor of the Financial News) 


URING recent months, Washington has, in general, 

shown far less concern over the potential in- 

flationary effects of record Defence expenditures 
than with the decade-long New Deal problem of defending 
labour standards and protecting consumer incomes. 
With all its defects in economic policy, indeed, it is true 
to say that the Roosevelt Administration has pursued a 
realistic policy in the matter of State expenditures. It 
has, that is to say, consistently refused to accept the 
fallacious theor y that the expansion of credit, or monetary 
supplies, would in itself generate an inflationary move- 
ment of prices and wages, without reference to the 
volume of unemployed labour, idle equipment, and 
temporarily-redundant stocks. It is, therefore, a little 
disconcerting to find Washington officials now giving 
repeated signals that the price-wage situation is causing 
acute official concern. President Roosevelt has declared 
that “inflationary possibilities threaten to undermine 
the defence programme’”’ ; Price Administrator Henderson 
is calling for drastic powers in the matter of price controls ; 
while Treasury Secretary Morgenthau is calling loudly 
for a swingeing advance in tax rates des iened to fall 
more pi rticul: arly on lower-grade incomes. 

In view of Washington’s past policy, it is clear that 
such stubenne nts would not be made without solid 
foundation, and it is thus necessary to examine the 
position anew in the light of available evidence on this 
side. The statistical background for this examination 
will be found in the accompanying tables, compiled from 
data originally published in the Financial News. 

In the first place, it is necessary to draw attention to 
developments in the banking and credit structure, which 
have so far received little comment in the City. For 
something like eight years, the commercial loans total of 
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the U.S. banking system has been at extremely low 
levels, while an enormous gold influx has steadily raised 
reserves almost dollar for dollar, with the result that the 
‘excess ’’ reserves of the Federal Reserve member banks 
reached the gigantic total of around $7,000 millions in 
the autumn of last year. This situation, as well known, 
has led to intermittent demands for a drastic revision 
of reserve requirements in order to check the development 
of uncontrolled credit expansion. In recent months, 
that position has suffered an abrupt change. The 
Federal Reserve Board itself has drawn attention to the 
fact that ‘“‘ with continental Europe blockaded, and the 
available gold reserves of the British Empire close to 
exhaustion, the possibilities of further transfers from 
existing gold reserves to the U.S. appear to lie largely 
in Russia, the Far East, and Latin-America.”’ In other 
words, the flow of vagrant capital to the United —~« 


may be regarded as all but complete. Henceforth, the 
gold influx may be expected to fall roughly to oe yee 
of current mine production. Between December, 1936, 


and December, 1940, the monetary gold stock of the 
United States was virtually doubled at $22,000 millions, 
but it is clear from the figures in Table I that the flood 
has now diminished to a relative trickle. 

At the same time, the loan and investment total of 
the reporting member banks has shown a very consider- 
able increase. With other factors, such as increased 
money circulation and higher Treasury cash balances, 
reserve requirements have thus increased to a point 
which has more than offset the addition to cash resources 
through the continuing supply of new gold. The 
“excess ’’ reserves of the member banks have in con- 
sequence shown a declining trend for several months, 
= are now nearly back to the $5,000 millions level. 

he loan and investments total, moreover, is still rising 
rapidly as the Defence programme gathers increasing 
pace, and two months ago it was already evident that 
funds were flowing strongly from the commercial capital 
to the interior. At that time, indeed, financial and New 
York money market circles were already declaring that 
the Federal Reserve system was within sight of losing 
the so-called ‘‘ uncontrollable ’’ reserves. Indeed, it was 
argued that the authorities must be prepared to adopt 
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an active open market policy in order to maintain the 
existing low level of New York money rates. 


TABLE I: U.S. CREDIT PosITION 
U.S. Member Member ““ Excess ” 
Monetary Bank Bank Reserves 
Gold Stock Deposits* Loans* 
1940 $m. $m. $m. $m. 
July .. 20,463 26,300 8,500 6,500 
Ame. x. 20,913 26,400 8,500 6,500 
Sept. .. 21,244 26,400 8,700 6,700 
Oct. .. 21,506 27,000 8,900 6,900 
Nov. .. 21,801 27,500 9,100 6,800 
Dec. .. 21,995 27,800 9,300 6,600 
1941 
Jan. 22,116 28,300 9,300 6,300 
Feb. 22,232 28,600 9,400 6,500 
Mar. 22,3607 28,700 9,800 5,900 
Apr. 22,482 29,200 9,900 5,700 
May .. 22,573 29,700 10,000 5,800 
june .. 22,612 29,500 10,300 5,300 


* Weekly reporting banks only. 


Even at the present level, of course, it is abundantly 
clear that the banking system as a whole could support 
an enormous programme of credit expansion. But in 
the light of recent experience, and in view of the heavy 
demands which will be made upon the member banks 
for the finance of the U.S. re-armament programme, it 
is more than a little surprising that the Governors of 
the Federal Reserve Board should still be thinking of 
controls in terms of a revision of reserve requirements. 
It is, perhaps, still more surprising that this attitude 
should be endorsed by members of the Office of Production 
Management. Surely, at this stage of transition to a 
war economy, the U.S. monetary authorities should be 
more concerned with blockading the open channels for 
expenditures which are legitimately deemed to be non- 
essential, than with the task of limiting the cash resources 
of the member banks to the barest limits necessary for 
cushioning the impact of the Defence programme now 
under way. No one, of course, supposes that Congress 
or the Executive will, on the one hand, devote huge 
sums to Defence purposes while, on the other hand, 
destroying the effective capacity of the banks for arms 
finance. Equally, everyone will recognise that the credit 
situation, with remaining ‘“ excess’’ reserve volume, 








U.S. NEAR FULL EMPLOYMENT 155 


remains potentially explosive. In whatever manner the 
U.S. authorities deal with the credit structure, however, 
it remains safe to say that they hold sufficiently broad 
executive powers to deal adequately with possible dangers 
through the credit structure. Presumably, under con- 
ditions of “‘ unlimited emergency ’”’ such as now exist, 
the Federal Government could grant the Reserve Board 
an executive order permitting an entirely flexible policy 
in reserve requirements, along lines akin to the order 
now granted for the restriction of consumer credits 
through instalment sales. The fears of inflation, now 
current in official circles, can, therefore, scarcely be held 
to arise from considerations of banking policy, and we 
must turn to the broader industrial structure for more 
solid foundations to justify Washington’s current concern. 

The nature of the industrial boom in progress in the 
United States is now generally appreciated on this side. 
All such familiar indicators as industrial production, 
income payments, factory pay-rolls, industrial backlogs, 
and so on, tell their own story. As additional evidence of 
mounting strain, we may cite such factors as the growing 
pressure for the curtailment of civilian supplies in such 
items as automobiles and househoid equipment of all 
kinds, the actual or potential shortages in power supplies, 
and in such strategic materials as aluminium, nickel, 
copper, and rubber. 





TABLE II: U.S. Economic INDICES 
Un- 
Industrial Income Factory Employ- employ- 
Production Payments Pay-rolls ment ment 
(1935-9=100) (I929=100) (1923-5100) (millions) (millions) 
1940 
July 121 89.3 98.2 460.9 8.2 
Aug. 121 go0.5 105.4 47.5 ES 
Sept. 125 Q1.7 111.6 48.4 6.8 
Oct. 129 92.5 116.2 48.6 6.6 
Nov. 133 93.6 116.4 48.1 7.2 
Dec. 139 95.8 122.4 48.7 6.7 
1941 
Jan. 140 96.8 120.7 48.1 7.3 
Feb. 141 97 .3 126.9 48.4 7.0 
Mar. 143 98 131.2 — — 
Apr. 140 98 134.4 50.2 5-3 
May 149 — a 51.6 2.9 
June $154 — _ — 


tJuly (unadjusted figure) 162 
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It is only when we begin to examine the labour 
position in relation to projected Defence expenditure, 
however, that the true background to official anxiety 
becomes apparent. In discussing the American position 
in February last, THE BANKER concluded that fears of 
inflation in the United States could justly be regarded 
as premature, since the key factor in the development 
of such a situation (a general labour shortage) seemed 
then to be a far distant event. In f fact, the utilisation 
of labour reserves has since proceeded at such a pace 
that unemployment fell from a February level of roundly 
7,000,000 to a May level of rather less than 4,000,000 ; 
and there is every reason to assume that the subsequent 
growth of employment has proceeded at a continuing 
rapid rate. Unemployment now, in fact, is at the lowe st 
level for more than ten years. Already, industrialists are 
asserting that the reserve of employable labour is virtually 
exhausted. It would be unwise to accept that announce- 
ment in view of the scope for improvements in organiza- 
tion, the possible extension of overtime working, and 
the attraction of new workers into industry. What is 
certain, however, is that the United States is passing 
ly through the stage of local and regional 

‘“ bottlenecks’ of skilled workers. It is very fast 
approaching the stage where labour shortages will become 
general, and where only drastic controls can avert a 


han 


dangerous price-wage movement. It is in relation to this 
danger that the implications of projected Defence expendi- 


tures must be assessed. It can be said at once, however, 
that the “‘ net outlay’ of the United States Government 
will not reach the figures suggested in the table showing 
estimated Budgetary receipts and expenditures over 1941 


and 1942. The operation a social security funds will 
in the: gig represent a powerful offsetting factor, more 
espe all ‘as employment widens, and it may be taken 


for 27 ated that the various trust funds may contribute 


as much as $2,000 millions over the fiscal year 1942, 
while the recently issued Savings Sentai’ fax Anticipa- 
tion Notes may very well yield another $5,000 millions. 

These operations alone would act as a_ powerful 
deterrent to inflationary forces operating through the 
channels of Federal expenditures, but other factors must 


also be considered. In the first place, outside Government 


ge 
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agencies will themselves swell the total of the ‘“‘ net 
Federal outlay ’’ by between $1,000 millions and $2,000 
millions. Secondly, the United States is only now 
beginning to reach the assembly-line stage of mass 
production over the wider field of arms expenditures, 
Responsible Administrative spokesmen have already 
asserted that the goal at which the Federal Government 
is now aiming is an annual Defence expenditure level of 
$35,000 millions to $40,000 millions. In fact, whatever 
figure we may choose to take as an index of labour 
productivity (and thus as an indicator to the probable 
demand for labour), it is abundantly clear that the impact 
of advancing Government expenditures will fairly readily 
reach the point where very drastic controls will be needed 
to further the war effort, and to secure the necessary 
curtailment of non-essential civilian demands. 


TABLE III: U.S. DEFENCE SPENDING 
Federal 
Defence Treasury Federal 
Costs Deficit ‘“ Net Outlay ” 
1940 $m. $m. $m. 
Lo aa ssi 177 487 283 
Aug. .. a 200 259 326 
Sept. .. PF 219 48 326 
to —_—ae =o 287 530 426 
Nov. .. on 376 455 449 
i ae = 473 432 586 
1941 
ae me 572 771 668 
Feb.- .. .- 593 534 413 
ae — 746 +167 608 
At. ss ve 761 750 548 
May. .. a *800 - 651 
june .. o *800 — -- 
* Estimate t Surplus. 


There is not the slightest doubt that Price Adminis- 
trator Henderson realizes very fully the dangers inherent 
in the present drive for the ae deg of armament 
produc tion. At the moment, however, Mr. Henderson is 
entirely without legal authority for — ‘controls. He 

can, of course, work indirectly through the various 
‘trust-busting ’’ bodies upon which the Administration 
has relied for impressive demonstrations in earlier years. 
He can also direct extremely formidable publicity against 
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recalcitrant manufacturers and producers; can enforce 
some decisions through the priority machinery (which 
has received considerable reinforcement of late); and 
in the last resort, he can, through the President, com- 
mandeer plants in the name of the Commander-in-Chief 
of the Armed Forces. But when Mr. Henderson begins 
seriously to consider the possibilities of action he is 
facing a situation calculated to depress the stoutest heart. 
The United States is not yet a belligerent power, and 
any drastic moves along wide lines would not only set a 
spark to political dynamite ; it would tend more than 
ever to hamper, rather than to assist, the national effort. 
In this direction, as in all other fields to-day, the United 
States is suffering from that dualism of outlook which 
has consistently hampered defence production. 


TABLE IV: U.S. PRICES 
Cost of Raw Finished 
Living Materials Goods 
(1935-9= 100) (1926= 100) 
1940 
July _ - 86.3 70.0 81.0 
Aug. Pe sa 86.0 70.2 Or.7 
Sept. os 85.6 70.0 81.6 
Oct. - - 85.5 71.5 82.1 
Nov. ‘a o 85.5 72.9 83.1 
Dec. a ea 85.8 73-5 83.2 
1941 
Jan. ei Ks 86.0 74.4 83.8 
Feb. ed ws 86.1 73-9 83.7 
Mar. i ‘ 86.3 77-5 85.9 
Apr. wi i 86.9 97.1 85.8 
May wa wi 87.4 80.4 87.6 
June - sl 88.5 84.9 89.3 


All United States groups and classes are, doubtless, 
fearful of the consequences of uncontrolled inflation. 
But business is still reluctant to expand capacity, or to 
curtail civilian supplies. The general public is reluctant 
to abandon the standards and the safeguards secured in 
recent years. Labour is measuring its gain in the weight 
of the weekly pay-rolls, with little or no regard to the 
present struggle between prices and demand. And 
Congress retains every inch of its age-long suspicion of 
increasing executive power. The result of all this is that 
Mr. Henderson has set out to control the situation by 
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the simple imposition of “ price-ceilings’’ on various 
products, without regard to labour costs, and with an 
ever-watchful eye on the Farm bloc, which has in recent 
months secured steadily advancing pegs for crop loans— 
in other words, steadily advancing minimum prices for 
farmers. Already raw material and finished goods prices, 
the cost of living, and the index of labour costs have shown 
a disquieting steady trend to new upper limits. And it 
seems obvious that within the fairly near future, industry 
may well reach a stage where the present haphazard 
process of “ fixing’’ prices may seriously impair the 
profit motive. The Government is fully aware of these 
dangers, and such economists as Mr. Louis Domeratzky 
of the Department of Commerce have prepared valuable 
data concerning the trend and results of price controls 
in the various belligerent countries. For his own part, 
Mr. Henderson has declared that it will be especially 
difficult to retain full control of the price position, 
even should Congress grant the powers now sought—and 
Congress so far withholds final consent. It seems reason- 
able to conclude that a really dangerous drift may now 
be in progress unless the United States is brought swiftly 
face to face with the full realities of the situation. 


Commercial Bank of the Near East 


Our attention has been called to the reference to 
the above Bank in the article, ‘‘ Foreign Bank Branches 
During the War,” published in the August issue of THE 
BANKER. 

Lest any misunderstanding may have been caused, 
we hasten to point out that the Commercial Bank of the 
Near East is, of course, a British institution, all the 
directors being British subjects, and the reference to it 
as an affiliate of a foreign bank was consequently mis- 
leading. In addition, we welcome this opportunity of 
stating that the Commercial Bank of the Near East is 
able, notwithstanding the difficulties created by the 
European situation, to maintain a satisfactory volume 
of business, particularly through its branches in 
Alexandria and Istanbul. 
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Price Subsidies Have Failed: 
What Now ? 


N the financial front, the most significant change 

since the time of the budget four monthsago is the 

increasing prevalence of shop shortages and queues. 
In the London area, which in virtue of its reduced 
population is still over-supplied by comparison with 
the rest of the country, queues are still limited to a few 
special commodities, such as tobacco and other semi- 
luxuries. In many provincial cities, on the other hand, 
there are now queues for almost everything , including 
the unrationed foodstuffs, which absorb two- thirds of all 
expenditure on food. This is a disquieting development 
from many points of view. From the monetary view- 
point it is a clear indication that the inflationary 
tendencies, which for one reason or another remained 
only latent during the first eighteen months of war, are 
now becoming active., In other words, the Budget policy 
of relying upon price subsidisation plus a spontaneous 
increase in savings to close the “‘ gap’”’ and keep our 
finances on an even keel has already shown itself a failure. 
The time has come to acknowledge this and find something 
more efficacious. 

There could be no greater mistake than to suppose 
that inflation is identical with rising prices. Yet there is 
no doubt that this fallacious idea is particularly wide- 
spread and has done a great deal to confuse financial 
policy. Only this illusion could account for the grossly 
exaggerated importance attached, in official attempts to 
combat inflation, to the control of individual prices 
which is precisely equivalent to keeping down the 
temperature by breaking the thermometer. On any 
sensible definition, of course, inflation is a much wider 
phenomenon than rising prices. It embraces any dis- 
turbance in the distribution of goods and services due to 
an excess of purchasing power at current prices. If 
prices are free to move, certainly, it is in rising prices 
that this inflationary situation is reflected. And the 
result is to distort distribution of supplies by exacting 
an unfairly severe cut in consumption from the recipients 
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of small incomes and fixed incomes. If prices are fixed, 
without any other measures of control, the effect of the 
excess purchasing power is first to cause a rapid depletion 
of stocks. If these are bought for current consumption, 
it means that the community is consuming its capital 
of goods which should be conserved because of their 
increasing scarcity; alternatively, if the stocks are 
acquired ‘by a minority of hoarders, this is unfair to the 
rest of the community. Once stocks are exhausted, the 
sequel is —— shortages and queues. Supplies are dis- 
tributed haphazard to the first comer, who pays with 
time as “a as money. In some w ays queue -inflation is 
even more pernicious than price-inflation. Not only 
does it give rise to equally great injustice, and therefore 
potential danger to morale, but it also represents a drag 
on production. “In effect,’ as Mr. F. W. Paish has 
pointed out, “it favours those with plenty of time to 
spare as against those who are doing most work’”’; and 
the inevitable result is naturally that the latter make 
more time by doing less work. Enquiry has, in fact, 
shown that the need to waste many hours standing in 
queues if their families are to be fed is the principal 
cause of absenteeism among women factory workers. 
Thus, it would be childish to look for a solution in piece- 
meal price control, even if this were supplemented by 
the stability of wages which alone could give any 
stability to the maxima so fixed; for as labour and 
other resources are increasingly diverted to the war 
effort, civilian supplies must become increasingly scarce. 
This is not to deny that price control in some forms 
may be of use as part of a more general policy. Over 
the comparatively restricted field in which it can function 
efficiently, commodity rationing—which is one form of 
price control—is undoubtedly of value. Though some 
efficiency in distribution is necessarily lost by the restric- 
tion of consumers’ choice, rationing, unlike the fixing of 
maximum prices, does prevent the excess of demand 
at current prices from causing dislocation of supplies. 
In particular, the recipients of small incomes are assured 
of a ration of basic foodstuffs at reasonable prices. 
Inflationary tendencies are in consequence confined to 
less essential objects of expenditure and hence prevented 
from causing the most acute social injustice associated 
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with inflation pure and simple. Unfortunately, an 
incidental result of rationing is actually to accentuate 
inflationary pressure over the remaining field of ex- 
penditure. Thus it was recently shown in the Economist 
that, although the prices of rationed foodstuffs had on 
the average risen by 20 per cent. since the beginning of 
the war, the expenditure of the average working-class 
household on these basic foodstuffs had probably been 
veduced, owing to the smaller quantity per head which 
may be bought at these prices, by close on 20 per cent. 
In other words, the effect of rationing has been to release 
a certain amount of purchasing power for other uses ; 
and though some proportion of this will, no doubt, be 
saved, the remainder will undoubtedly come on to the 
consumption market in search of substitutes for the 
rationed commodities whose supply has been restricted. 

This effect is, of course, intensified a thousandfold by 
the interdependence of wage rates and the cost-of-living 
index. If wage rates are increased in proportion to 
prices, and not to the amount which can be spent, this 
necessarily generates a very considerable amount of 
surplus purchasing power. To purchase equivalent satis- 
factions when choice has been restricted by rationing 
it is probably true that incomes would have to be 
increased in even greater proportion than the rise in 
the rationed commodities; but this raises very wide 
issues. Leaving these wider considerations aside, it is 
a mere statement of fact that the linking of wage rates 
to the cost-of-living index inevitably intensifies the rising 
tendency of prices outside the rationed field. It is because 
of the vital need to break this vicious spiral that such 
great hopes were centered on the policy announced by 
the Chancellor last May of subsidizing prices in order 
to stabilize the cost-of-living index, notwithstanding the 
known defects of price control as such. To a limited 
extent, no doubt, this policy has met with some success. 
From December to June, the Ministry of Labour’s general 
index rose from 119.5 to 121.3, while the index for food 
alone actually fell from 111.6 to 108.4 Unfortunately, 
stabilizing the index has not had the hoped-for result 
of stabilizing wage rates. Since the beginning of the 
year, increases have been granted sufficient to add 
£50,000,000 annually to the national wages bill, following 
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an advance of some {100,000,000 during 1940. No doubt 
the pressure for increases would have been still greater 
but for the subsidization process. But the fact remains 
that subsidies have not availed to prevent that further 
rise in domestic costs which on the Chancellor’s own 
showing would invalidate his estimate both of pro- 
spective expenditure and of “the gap.’’ Nor would it 
be realistic to hope that successful demands for higher 
wages will suddenly cease at this stage. Even the milk- 
and-water White Paper, reminding wage-fixing bodies 
that indiscriminate increases would defeat the policy 
of price stabilization and hence ultimately their own 
purpose, evoked a sharp reiteration from the T.U.C. 
of its well-known thesis that ‘‘ any attempt to control 
movements for increases of wages is impracticable and 
undesirable.”’ 

Here, then, is an impasse which threatens to ac- 
centuate the inflationary tendencies already in evidence. 
What is to be done about it ? One answer, undoubtedly, 
is: nothing that would have a deterrent effect on pro- 
duction. The chief reason why it is so important to 
avoid inflation is not so much the social injustice which 
it involves, deplorable though that is, as the danger 
that these inequities might ultimately impair morale and 
lead to a weakening of the war effort. It would be 
absurd, in order to avoid this potential and long-run 
danger, to adopt policies which would be immediately 
detrimental to the war effort. Unfortunately, official 
policy has already suffered from a great deal of wholly 
false economy. The niggardly attitude adopted towards 
many legitimate claims for compensation, for example, 
must breed grievances just as detrimental to morale 
as the additional increment of inflation involved by the 
payment of reasonable compensation. The most con- 
spicuous example of the false perspective which sacrifices 
production to finance, however, is to be seen in the 
official attitude to E.P.T. At this stage there is no need 
to labour the various ways in which total E.P.T. 
diminishes both the incentive to use resources econom- 
ically and the incentive to maximize production. What 
still needs to be more widely understood is the basic 
fallacy of the Chancellor’s contention that we cannot 
“ afford ’’ to sacrifice revenue by moderating the impact 
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of E.P.T. even in those cases—such as the wasting assets 
industries—-where its detrimental effects on production 
are openly admitted. This sort of attitude seems to be 
just one more example of concern for the post-war 
position rather than the winning of the war; the 
Chancellor’s attitude makes sense only if he is concerned 
with the post-war debt problem and not with the most 
efficient system of war finance. 

So far as the war situation is concerned, the only 
point in collecting revenue at all is to release resources 
needed for the war effort. Revenue collected in ways 
which actually impede the maximization of production 
completely defeats its object. There is an obvious 
parallel here with the former policy of exporting luxuries 
to other parts of the Empire to the detriment of the 
combined war effort. That particular absurdity was 
ended by the substitution of a “ discriminating ’”’ export 
policy for the former undiscriminating export drive. 
What we need even more urgently is a “‘ discriminating ”’ 
financial policy. If higher wages are an indispensable 
incentive in securing full war output, then higher wages 
must be paid, inflation or no inflation. To refuse to pay 
out the additional wages in these circumstances would 
be on all fours with refusing to place orders for Spitfires, 
and so leaving aircraft factories under-employed, for fear 
of increasing the Budget deficit. Undoubtedly, it 
would have been very much better for almost everybody 
if the trade unions could have been induced to co-operate 
in the stabilization of wages. The immediate benefits 
derived by the recipients of a particular increase are 
almost wholly at the expense of unorganised labour ; 
and they very soon disappear altogether as succe ssive 
increases to other groups bring a more than corres- 
ponding rise in the general price level. 

However, if organised labour has set its face irre- 
vocably against wage stability, the only question is what 
can be done to mitigate or remove the inflationary effects 
of a rising wage level. More concretely, would the wage 
earners be satisfied merely with higher money incomes 
if some restraints were placed on the spending of the 
additional money ? In the light of the extremely cold 
reception given early in the year to Mr. Keynes’ plan of 
deferred pay, this may seem doubtful, though it will be 
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recalled that an analysis of wage-earners’ opinions in 
Bristol showed surprising support for this device con- 
sidering the vocal criticism to which it was subjected 
in so many quarters. Precisely the same result, however, 
would be secured by a rationing of expenditure on the 
lines advocated by Dr. Kalecki, and the most con- 
structive step that could be taken in the financial sphere 
at present would be to ascertain how the wage-earners 
and their representatives would respond to some arrange- 
ment of this kind. There would, of course, be no question 
of doing away with the rationing of basic foodstuffs ; 
and with the introduction of the clothes rationing scheme, 
piecemeal control has probably been carried so far that 
an overall rationing of retail expenditure on the lines of 
Dr. Kalecki’s original proposals might no longer be 
practicable. On the other hand, a vast improvement in 
distribution could be brought about by the rationing of 
expenditure on unrationed foodstuffs. In round figures, 
out of total expenditure of the order of £4,500 millions, 
unrationed food probably accounts for some {£1,000 
millions of expenditure as compared with around 
£500/600 millions for the rationed foodstuffs and close 
on £500 millions for expenditure on clothing. 

In addition to restraining the rise in prices (or, 
alternatively, correcting the slapdash distribution result- 
ing from price control), this scheme would actually 
permit some increase in the real consumption of the 
really poor, since before the war one-third of total con- 
sumption went to earners of incomes in excess of £250, 
representing no more than Io per cent. of the total 
population. Other advantages of this scheme have been 
indicated in Economica by Dr. Polak, who points out 

‘that once the global ration had been fixed it would be 
possible to remove the control of prices; for when the 
total amount which could be spent on the group of 
scarce commodities has been fixed, no general rise in 
prices could take place, and rises in some commodities 
would be compensated by falls in others. Further, since 
the amount of purchasing power at the disposal of each 
consumer would be stric tly in proportion to the size of 
their families, there could no longer be any injustice in 
allowing the available supplies to go to the highest 
bidders. In this way all would secure that distribution 
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of goods, which, at the prices, they preferred.’’ Com- 
menting on this scheme in the Bulletin of the London 
and Cambridge Economic Service, moreover, Mr. F. W. 
Paish points out that the changes in relative—as distinct 
from general—prices resulting from consumers’ choice 
would provide a valuable indication to producers and to 
the Government of desirable changes in the direction of 
consumption goods output. Finally, “such a system 
would provide a convenient means of a post-war return 
to consumers’ freedom. A gradual increase of the global 
ration could be made to keep pace with the restoration 
of supplies of available consumption goods until it was 
possible to remove it altogether. Meanwhile, as govern- 
ment expenditure declined, the excess of net incomes 
over the ration would be available for providing industry 
with the capital it will need for reconstruction, and the 
government with the sums necessary for funding the 
short-term debt and reducing bank deposits once more 
to a level conformable with peace-time monetary needs.” 

Thus the benefits of expenditure rationing would 
actually extend into the post-war period. It is true that 
the restraint on real consumption would fall most severely 
on the highly organized skilled workers in the actual 
war industries which already earn high wages and are 
best placed to secure increases. If the effect of the 
scheme would be to destroy incentive among this class 
of worker, then presumably the idea, like any other 
attempt to avoid inflation, would have to be abandoned, 
though it might be possible to combine general rationing 
of expenditure with some special inducement, such as 
more liberal rations of luxuries to particular groups of 
war workers. But the knowledge that all classes were 
being treated alike from the point of view of consumption 
should itself have a beneficial effect on production, 
without the need for material incentives on a large scale. 
From the political point of view, in any case, the most 
hopeful point in favour of the adoption of the scheme is 
that it would leave the trade unions free to carry on their 
traditional function of negotiating higher wages on behalf 
of their members. 
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Raeaeunie incentive ina War 
Economy 


By Thomas Balogh 


RITICISM in Parliament recently has focussed 

attention upon our continued failure to achieve 

anything like full war production. Unfortunately, 
the necessary improvements in organization are impeded 
by an inadequate understanding ‘of the working of our 
economic system in peace-time and the implications of 
the changes consequent to war-time developments on 
its mechanism and functioning. Detached thinking on 
this subject is particularly dificult. Political feeling 
impedes a scientific approach to the problem. Any 
realistic approach must pay full regard to the basic 
fact that production is actually carried on by a 
vast number of (often small) entrepreneurs, agricult- 
uralists and traders. The process of constant adaptation 
of the productive effort required by changes in 
effective demand is ensured by positive and negative 
incentives operating through the distribution of 
income. The positive incentive results from an increased 
demand causing a rise in prices, profits and wages, and 
thereby attracting productive factors to the sector in 
which they are needed. The negative, restrictive, force 
of readjustment works through a fall in price, lower 
profits and une mploy ment. Thus the effectiveness of 
the “‘automatic’”’ planning which characterizes the in- 
dividualist system depends on the undeflected inter- 
action between the distribution of income and planning 
of production. Competition, in conjunction with the 
desire to maximize profits, is incidentally assumed not 
only to secure efficiency, but also to ensure that the 
community benefits from this efficienc y. 

In such a system, any interference with the distribu- 
tion of income must necessarily retard the required 
readjustment of production. In so far as profits are the 
price for risk-bearing, any limitation of profits by taxation 
or otherwise, wuless risk ts veduced, must result in an 
increased reluctance to undertake risks.* Yet economic 
progress in such a system largely depends on the entre- 
~ *Taxes on capital instead of income would avoid this effect but 
would give rise (unless applied internationally or in a monetarily 
isolated country) to other complications. 
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preneurs being willing to undertake risky investment. 
Moreover, the smooth working of the system is facilitated 
by the existence of unemployment. In a state of full 
employment, instead of differential changes in ‘wage 
rates reflec ting the relative urgency of de mand for labour 
in different uses, there tends to be a cumulative all-round 
rise In wages, governed rather by the relative strength 
of the trade unions in different industries. The check 
to this generalized increase in wages is provided in a 
peace-time individualist system (apart from external 
limits such as those provided by the gold standard) by 
the increased risk-feeling of entrepreneurs, leading to a 
periodic breakdown of investment and hence to 
unemployment. 

It is clear that the beneficent “ hidden hand”’ is 
most unlikely to work efficiently in time of war. The 
positive stimulus of increased profitability not merely 
loses much of its effectiveness. It is also admitted now 
that its unchecked working would in all probability 
bring in its train grave danger of monetary chaos because 
the demand of the State, which now forms the greater 
part of total demand, is not confined by the limitations 
set in the case of private demand by the expectations 
of entrepreneurs and the necessity for them (and the 
banks) to limit risk-bearing relatively to the size of 
their assets.| The State can and must procure the 
finance necessary for the conduct of war even if this 
involves the creation of new purchasing power. At the 
sime time, risk disappears from a large sector of the 
economy. No system of taxation could be swift enough 
to prevent a resulting increase in private demand; in 
any case taxation diminishes what we have called the 
‘positive stimulus ”’ to effect needed adjustments in 
production. 

The working of the “‘ negative stimuli’’ of losses and 
bankruptcy on the one hand, and of unemployment and 
decrease in wages on the other hand, is not more effective. 
Carried to its logical extreme, the ‘“‘ negative stimulus ”’ 
would imply the complete cessation of income to all who 
are not engaged either on war-work proper or on main- 





tOr in the case of consumers in the size of their income, capital 
reserves and credit. 
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taining that minimum consumption by civilians that is 
necessary to sustain health and morale. They would 
then be forced by economic necessity to try to reintegrate 
themselves into the economic system where man-power 
is needed: that is, in the sphere of “ essential ”’ 
production. But powerful forces impede the play of these 
negative incentives. First and foremost is the in- 
flationary effect of Government expenditure. This 
enables entrepreneurs to maintain unessential production 
and to increase the wages of their workmen, since private 
demand does not decline pari passu with the increase of 
Government demand. There is no unemployment which 
would check the increase in wages in general. Thus 
direct controls have to be applied to take the place of 
the normal ‘“‘ negative’”’ incentive mechanism. Such 
controls are rationing of shipping space, of raw materials 
or of private expenditure on non-esse ntic il ga ne 
Taxation or “ forced’’ saving could only be effective if 
accompanied by a blocking of capital assets to prevent 
dissaving by capital consumption. Firms will, moreover, 
do their utmost to maintain their existence even if this 
absorbs scarce factors of production. This will also 
retard the adaptation of this economic system. Finally, 
full employment and absence of competition in the war- 
sector will prevent the elimination of inefficient manage- 
ment. This is bound to impinge on productivity. Nor 
is this all. Many, if not most, of the losses due to, or 
incidental to, the war are not in any way connected with 
the incentive mechanism and the need to transfer pro- 
ductive factors from peace-time to war-time employment. 
They are purely fortuitous. 

The force of events has compelled the Government 
to accept in practice most of these conclusions. Restric- 
tion of the “ positive ’’ incentives and the substitution of 
compulsion for the “ negative’ incentives, is now very 


widespread. This process was assisted by the fear of 
nflation. Rationing of most essential goods, direct allo- 
cation of raw materials, compulsory concentration of 


production in non-esse ntial ert ‘s has slowly been 
instituted. The last field in which State intervention was 
begun was that of labour supply. Competitive bidding 
for scarce labour had adversely affected production, quite 
apart from causing apprehension on account of the ten- 
dency to cumulative price increases to which it gave rise. 
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Prohibiting the hiring of labour without the consent of 
the Ministry was found not to be sufficient. Certain 
Trade Union regulations had to be suspended. Finally, 
the Essential Work Order was passed, restricting the 
freedom of employers to dismiss or of workers to leave 
employment in specified industries. Apart from this, 
compulsory powers were taken and used to obtain certain 
classes of especially scarce labour by direct compulsion. 
These measures were accompanied by two-fold con- 
cessions to Labour. In most cases a minimum guaranteed 
weekly wage was granted under varying conditions. 
Secondly, it was decided that “capital ”’ should be 
prevented from obtaining undue benefits. The excess 
profits tax was, therefore, raised to 100 per cent. Asa 
belated counterpart to this procedure, the recently 
published White —— seeks, with certain qualifications 
(and not wholly explicitly), to introduce a wages “ stop.”’ 

The position which results from these measures is 
anomalous. Neither complete direction of production 
and distribution, nor control over man-power, has been 
achieved. Yet the ‘stimuli’? which would in peace- 
time bring about the necessary readjustments are not 
merely paralysed in part : in some degree they work 
directly contrary to the desired direction : 

(a) As far as the incentive to entrepreneurs is con- 
cerned, E.P.T. and higher income and surtax have had a 
double effect. First, they remove the incentive for 
fullest possible use of existing plant and render extensions 
to plant (which in any case would be considered pre- 
carious risks under war conditions) often ine ‘ctly injurious 
to the interests of the private firm. This effect has been 
lessened but not eliminated (i) by the introduction of the 
forced savings principle to the extent of 20 per cent. 
of the tax, (ii) by the increase in allowances for deprecia- 
tion for purposes of the tax, and (iii) by the provision 
of plant by the State itself. Secondly, the paralysis of 
the profits mechanism has very much weakened the drive 
for phys sical efficiency in utilising man power and material. 
[his effect has not been ameliorated by subsequent 
changes. The incentive to make the most efficient use 
of resources is very much reduced by the unavoidable 
absence of competition in Government contracts As has 
been pointed out by Dr. Steidl in the Oxford Statistical 
Bulletin, neither the so-called “ target’ nor the ‘ fixed 
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price ’’ system of contracting can ensure adequate results. 
The “cost plus’’ system of ordering—in so far as it 
results in an actual increase of profits the higher the cost 
incurred—encourages waste. 

(b) The position with respect to wages is hardly more 
satisfactory. The present general structure of wages 
partly reflects peace-time demand, and is partly deter- 
mined by peace-time living conditions and the strength 
of Unions in different industries and areas. These have 
radically altered. But in many cases changes in the 

wage-structure have actually obstructed a speedy adjust- 
ment of the labour supply to the altered conditions. In 

‘unessential’’ industry, the scarcity of supplies and 
increased demand permitted an increase in wage-rates. 
which was disallowed, or at least discouraged, by the 
financial controls of the Government. (This has not 
so much applied to aircraft production since May, 1940.) 
The same type of false economy prevented adequate 
payment to workers leaving unessential employment 
to secure training for war work. Only in March 
this year were allowances finally paid which were 
comparable to wages in unessential industry. Since then 
they have once more been left behind by the rise in wages. 
A shift of man-power under these circumstances can only 
be obtained by the deliberate creation of unemployment in 
inessential industry or by compulsion. As people are 
expected to move to lower-paid jobs, the first method is 
not effective in securing the use of the men best fitted 
to particular tasks. Compulsion, on the other hand, gives 
rise to grievances and unwillingness to give wholehearted 
co-operation. 

To speed up the adaptation of the productive structure 
to war needs and secure maximum effort, should the 
present controls be loosened, or should further and even 
more stringent controls be instituted ? There is much 
to be said for the former view-point. It is not possible to 
enforce enthusiasm and initiative by decree. But apart 
from its monetary consequen ces de-control would not, 
at least as far as “‘capital’’ is concerned, have the 
desired result. As long as firms are expected to work at 
their own risk their owners and managers are bound to 
consider the immediate interests of the firms as such. 
In considering whether additions to plant would not 
detrimentally affect the future of their industry, for 
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example, they cannot come to decisions solely on the 
basis of public interest. The same applies to problems 
of location of new plants, dilution and freeing of skilled 
labour, sale or lease of idle machines, closing down of 
factories, obtaining expert advice and management. Nor 
could the mere relaxation of control solve the problems 
which result from the fact that certain managements are 
inefficient or incapable of using their plant fully because 
of the smallness of the firm. These impediments in the 
way of a full use of our productive power are at least as 
important as those resulting from E.P.T. or other 
measures encroaching upon profits. 

The task confronting us is two-fold: (rz) We must 
secure a smooth, rapid and complete use of available 
man-power, managerial skill, plant and material, irre- 
spective of peace-time ow nership and organization. This 
is only possible by a State control of industry, allocating 
these productive factors directly to their war-time tasks 
instead of waiting for their haphazard movements. This 
allocation has to be done on the basis of a central plan 
and co-ordination and a flexible local execution of the 
plan. The normal profit incentive is powerless to break 
down the institutional hindrances which are due to the 
present organization of industry in individual firms. In 
order to avoid undue hardship a comprehensive com- 
pensation scheme, including compensation for lost good- 
will, has to be evolved. (2) We must secure maximum 
economy in the use of these productive factors and 
maximum effort by everybody. Apart from an appeal 
to patriotism, this can be facilitated by a suitable adap- 
tation of the economic incentives to war-time conditions 
in order to stimulate those actually responsible for 
production. The pure profit incentive, which at present 
mainly benefits shareholders not responsible for the 
actual effort, will not accomplish the desired effect. It 
is the wage-earners and managers who must be given the 
incentive. 

We must realize that in these circumstances the 
solution must obviously be in the nature of a compromise : 
(x) A full use of productive factors can only be secured by 
a compulsory pooling of industry by industry, both 
technically and financially, into war-time holding and 
operating companies. This should be done in every 
industry whether now regarded as essential or non-essen- 
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tial.t Such pooling would enable a prompt closing down 
of redundant plant without causing undue hardship. In 
the war sector it would secure thorough and flexible 
rationalization of production. The actual management 
and technical decisions affecting production would thus 
be wholly isolated from peace-time considerations and 
the vested interest of individual firms. The man-power 
problem would solve itself more or less automatically 
because of the central direct control of employment, yet 
without engendering the feeling of grievance which the 
present system of piecemeal compulsion of individuals 
often causes. (2) Having once established the industrial 
framework of the war economic system, the economic 
incentive mechanism can easily be adapted to meet the 
new conditions if in the sphere of personal incomes a 
complete separation is accomplished between present 
physical consuming power and current money income. 
This can be achieved by a comprehensive system of 
rationing.|| At present this is prevented by the attempt 
to avoid, or at least limit, inflation by an indiscriminate 
pressure on incomes instead of by rationing. Once the 
proposed separation is accomplished, the main objection 
disappears against increasing wages in the war industrial 
sector to attract workers into essential jobs. Steps must 
be taken, moreover, to prevent basic wages generally, and 
in the non-essential sectors especially, from rising in 
order to maintain the differential. Instead, efficiency 
bonuses should be granted in both sectors, as direct 
re-organization of industry would already have eliminated 
non-essential industry in the proper sense of the word and 
maximum efficiency would be needed in both.§  Pro- 
— efficiency premiums should also be granted to 


t Once the war economic system is properly organized, all produc- 
tion is essential, i.e., part of the war effort in the sense that it either 
maintains productive power, including soldiers, or produces arms or 
uses them. 

|| Rationing of goods and services whose production does not 
absorb any considerable quantity of productive factors usable for the 
war effort, including the minimum consumption of civilians, should 
not be necessary but steps must be taken to prevent any profits 
which may emerge in this sphere from interfering with the war effort. 

§ Incidentally this separation of money from real consumption 
invalidates the greatest objection to compensating people for losses 
suffered as a result of the war, now one of the most troublesome 
aspects in the sphere of social policy. 
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the managers of the factories of the State controlled 
pools on the basis of process costing which can be cur- 
rently checked. It is important that these money effi- 
ciency payments should be progressive with increasing 
effort’ because the direct restrictions on consumption 
will diminish the incentive effect of each additional unit 
of income resulting from a greater effort, since the major 
part of increased incomes cannot be spent until after 
the war. 


How the Banks Can Meet 


Staff Losses 
By W. W. Syrett 


HE further depletion of bank staffs in the near 

future must raise a host of operational problems, 

which in turn involve some clear-cut decisions on 
questions of high policy. Our tradition favours unstinted 
service even under all and any conditions. By the 
time the calling-up of bank officials has been carried 
through, however, it may be physically impossible to 
maintain the present lavish standards of service. In any 
case, some curtailment of services is desirable in order 
to economise labour. Since the country has reached a 
point of virtual full employment, it is incumbent upon 
all industries not directly eng aged in war-production to 
cut out every process which can be eliminated, so that 
labour can be diverted to more important tasks. 

The Minister of Labour has announced plans showing 
quite clearly that every additional source of labour, both 
male and female, is being tapped. The banks have lost, 
or are about to lose, many men, and some women, whose 
continued employment they had, so far, not anticipated 
having to forgo. In spite of the extra routine which is 
now necessary, they have to face a depletion and dilution 
of their labour-force ; and whereas in times of peace 
they trained men by a gradual process leading up to the 
responsibilities of middle-age, they are now faced with a 
prospect of having to mz ike do with women and youths 
to carry the bulk of the work. The most they can hope 
to retain is a cadre of over-forties. It remains, therefore, 





4, At the same time, basic wages and other incomes (after tax ition) 
must not be at so high a level as to lead to disinclination to work. 
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to » extabiliah the means by which the banks can provide 
an adequate service without over-burdening the senior 
staff with a welter of detail. 

Two lines of approach to the present problem are 
possible, and a combination of the two provides the 
likely solution. The first is by way of a ruthless dis- 
section of all banking processes by capable officials ; 
the second by reducing the level ‘of service in some 
measure. Many of the processes of banking have already 
been reduced within the last decade (and with sub- 
stantial saving to the banks) from operations calling for 
initiative on the part of the employee to rule-of-thumb 
compliance with simple well-defined rules. Ledger- 
posting is an admirable example ; the change-over from 
the old hand method to mechanised posting amounts to 
a real revolution in technique. Shortage of staff compels 
the fullest possible use of such mechanical aids. This 
would not, however, be possible without some co-opera- 
tion from customers. It is well known in the banks 
that many old ladies (of both sexes) still refuse to accept 
pass-sheets in small branches not fully mechanised, while 
some even insist upon passbooks instead of statements 
in mechanised branches. The national interest demands 
that requests for special facilities of this kind, which 
cause much needless work, should be met with a flat 
refusal. This, in turn, of course, demands that the 
banks should collaborate in presenting a united front 
on the question. 

More important economies could be secured by the 
elimination from customers’ statements of the mass of 
redundant and useless detail at present given. Under 
current conditions especially, it is an absurdity that labour 
should be employed wastefully in inserting numbers of 
cheques, particulars of dividends, and other trivial details, 
which are either of no interest to the customer or are 
obtainable from the vouchers which invariably ac- 
company the statement. Given vouchers, the only par- 
ticulars which normally require to be given on the state- 
ment are the dates, amounts and balances. Hitherto, 
banks have been spoonfeeding all their customers for 
the benefit of a few categories, such as small shopkeepers 
or rentiers, who keep no proper books and expect the 
bank to act as an unpaid accountant. In war-time this 
part of the banks’ service to customers becomes an im- 
possible luxury 
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One of the leading firms of accountancy-machine 
experts has conducted a critical examination of the 
routine of ledger- and statement-posting processes, with 
a view to computing the savings possible by the elimina- 
tion of unnecessary detail. The following data represent 
the starting-point of the enquiry viewed from the four 
possible angles : 

First, from the customer’s viewpoint: (i) Debits: it 
is usual for paid cheques to be handed to the customer 
with his statement, and he also has the stubs. He knows 
what standing orders he has given to the bank, and any 
special debit entries (purchases of securities, foreign 
exchange, etc.) are advised separately. (ii) Credits: the 
customer has the counterfoil of all direct in-payments, 
and of all indirect in-payments made by himself. He 
receives with his statement his dividend “ tops,’ and 
tax certificates covering coupons collected. 

In a few cases the elimination of particulars of credits 
would leave the customer without proper records. Such 
operations as in-payments by third parties, collection of 
oversea bills and drawn bonds amount to something of 
the order of not more than 3 per cent. of all entries. 
The scheme under examination here would involve the 
use of credit blocks in duplicate and arrangements for 
the duplicates to go out as statement-attachments like 
dividend-tops. This departure involves no extra work, 
and a trifling expense, and its adoption enables the 
scheme to operate for all types of account. 

From the standpoint of the bank: (iii) Debits to 
accounts have to be watched in the case of certain 
customers, probably less than 5 per cent. of the clientéle. 
A record of the numbers of cheques or of the payees’ 
names is of little value owing to the ease with which 
the check is avoided: cheques can be made payable to 
“Self” and endorsed specially. In any case it would 
be preferable, if bankers wished to turn detective, for 
the photographic-record system to be elaborated. 

Debits other than cheques comprise a minority and 
are already recorded, before posting, in the standing- 
orders, securities, inter-branch, foreign, coupons or other 
department concerned, to whom they can be traced 
through the first-entry records. (iv) The detail now 
entered in respect of credits is not of great value: in 
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fact, some of the conclusions which might arise from a 
study of credit-details may well be misleading. The 
mere fact, for example, that a ledger shows receipt of 
certain dividends is proof neither that the customer still 
holds the securities, nor that those securities are un- 
hypothecated. Since it is usual for credit-slips to be 
retained by the bank (apart from dividend-tops), the 
recording of the details on the ledger when they already 
appear on receiving cash-books, etc., represents a tripli- 
cate record. 

The operation of a ledger-posting or statement 
machine under the present system involves the following 
movements: (a) Selection of the card from the tray, 
transfer to the machine, alignment to the required 
operational position, entering the “ old balance’”’ ;_ (b) in- 
sertion of typed details ; (c) the book-keeping operation 
of entering debits and credits, passing the carriage to 
“new balance’’ position and then completing the 
posting; (d) transfer of the card back to the tray. 
Where the machine does not incorporate a typewriter, 
then the details must be inserted by hand. In any event, 
it has always been recognised that where part of a 
mechanist’s time is absorbed in passing from one type 
of process to another, rhythmic motion is difficult to 
achieve. In the case of bank operations, the posting is 
complicated by the necessity for deciphering the payee’s 
name on cheques, which causes a distinct break in the 
even flow of the operator’s movements. It is estimated 
that the insertion of typed details absorbs approximately 
30 per cent. of the operator’s time, while if the detail 
is written instead of typed, the proportion is somewhat 
higher. In other words, the elimination of detail enables 
the motions to become so much more smooth and 
rhythmic, that in any given office with given machines 
and operators ten hours’ work could be done in seven 
hours, with less fatigue per hour worked. 

Apart from savings in capital outlay, the wider use 
of existing machines at the present juncture means a 
geographical dispersal helping to spread the risk of 
damage from enemy action. The resulting economies in 
stationery and floor-space are also worth “consideration. 

Smaller cards could be introduced when current stocks 
are exhausted ; more than one-third of the width of the 
present sheets is allotted to particulars of entries. This 
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means, in turn, that as the present machines wear out 
or are traded in for up-to-date models, smaller trays, 
smaller binders and smaller leather covers for customers’ 
statements would become possible. An economy of 
nearly one-third in floor-space for each machine must be 
added to the saving realized from the release of some of 
the total number employed. 

The evolution of a system standard throughout all 
branches of each bank offers important advantages, 
which it is not proposed to elaborate. In principle, the 
extension of standardization prepares the ground for the 
post-war assimilation of the technical advances going 
on in the U.S.A. Meanwhile, it would reduce overhead 
expenses. 

In another direction, also, economies could be secured 
by the modification of existing services without great 
inconvenience to customers. Payment of wages and 
salary cheques, payment and receipt of dividends, 
transfers under standing orders, all combine to con- 
centrate work on certain peak periods. If these services 
could be staggered to spread the operations of bank 
officials more evenly over time, a somewhat reduced staff 
could cope with the existing volume of transactions. In 
some branch offices some thing of this kind has already 
been organized on the initiative of the banks’ staffs 
themselves, a time schedule having been arranged for 
the issue of statements to avoid congestion at the state- 
ment counter. Finally, it is possible that by general 
agreement between the banks the policy of closing un- 
economic branches and sub-offices could be carried very 
much farther than has yet been done without great in- 
convenience to the public. 

In all these ways, then, banking practice could be 
adapted to the depletion of staff. Some lowering of the 
present high standard of service to customers would be 
involved ; but unless the banks decide to curtail service 
asa piece of deliberate policy in the near future, there is 
a danger that they will be compelled to do so by absentee- 
ism and other evidences of mental and physical strain 
upon the staff. And so favourable an opportunity 
may not — recur for measures of reorganization 
which would be of value after as well as during the 
war. 





The Finance of War Production 


UCH publicity has recently been given to com- 

plaints that essential production is being hampered 

for lack of bank finance. One of the banks’ 
critics, for a, claims that: “‘ A great number of 
engineering organizations are being frustrated by the 
difficulty of getting adequate finance for their immediate 
needs from any source at all. The supply Ministries 
advise these organizations to get assistance from the 
banks ; the banks say it is a matter for the Treasury ; 
and the Treasury say it is a matter for the banks. Mean- 
while, urgent war production is not started on, is held up, 
or 1s turned down by those with the facilities for the job.’ 
Quite apart from the fact that the Treasury does not in 
principle come into the matter at all, the contention is 
wholly inaccurate if it is intended to describe a general 
state of affairs. U nfortunately, this was not conclusively 
shown by the only official refutation these accusations 
have received, namely, a Ministry of Supply statement 
that: “‘ Any firm which is able to provide satisfactory 
credentials and can prove that it is credit-worthy, can 
obtain whatever capital is considered necessary for urgent 
war production.”’ 

Whether this is a satisfactory reply clearly depends 
entirely on the meaning which is attached to “ credit- 
worthiness.’’ In war-time, credit-worthiness in the true 
sense must depend not on the possession of resources 
which provide a margin of cover for accommodation, but 
solely upon the ability to employ credit on essential 
produc tion. The question is whether this interpretation is 
being acted upon. In fact, as is well known, arrangements 
have been made by which the banks are able to check up 
on the state of accounts between the supply Ministries 
and their contractors and on the basis of this information 
are able to grant advances with confidence. Though it is 
impossible to lay down categorically that any Government 
contract carries the right to any credit which is needed, 
because the firm may not be able to deliver the goods or 
these may not conform to specifications, difficulties are 
less than might be expected; for subject to this one 
qualification, the possession of a Government contract by 
a responsible firm does ensure a guaranteed revenue out of 
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which advances will be liquidated, even though the firm 
is grossly over-trading by normal standards. It can be 
taken as a statement of fact that very few complaints are 
actually received from responsible contractors that the 
banks are refusing legitimate accommodation. Never- 
theless, it is undeniable that many firms are ex- 
periencing difficulties in obtaining all the finance they 
need. Probably this is due to two main causes, neither of 
which in any way reflects on the willingness of the banks 
to play their part in assisting essential production. In 
the first place, the practical arrangements for the provis- 
ion of adequate finance may prove unsatisfactory for 
reasons which involve no question of principle. Thus, the 
demand on a firms’ working capital should be minimized 
by the system of monthly progress payments up to as 
much as go per cent. of the outlay incurred. It is alleged, 
however, that such payments are frequently two months 
in arrears, in which case, of course, the system fails 
entirely in its purpose. Undoubtedly, the banks should 
render every possible assistance in bridging delays of this 
kind ; but the primary responsibility is clearly upon the 
Ministries to make payments promptly. Secondly, there 
is almost certainly a gap in the provision of finance for 
purposes other than working capital, which is the only 
type of capital the banks can re asonably be expected to 
supply. It is, of course, true that even if production is 
ostensibly financed by the Government itself, this is in 
fact, done with the aid of bank credit. From the point of 
view of the banks, however, there is all the difference in 
the world between the holding of Treasury bills or Trea- 
sury deposits and the making of an advance which would 
not be self-liquidating. There is as much reason for 
confining bank accommodation, even in war-time, to the 
conventional purposes as for waiving the conventional 
restrictions on the amount of such accommodation 
zranted to any particular firm. 

So far as plant and machinery is concerned, no serious 
difficulties should arise, since in appropriate cases these 
could be obtained as a free issue from the Ministries 
themselves. The system of free issue also applies to some 
raw materials and might, it has been suggested, be exten- 
ded to cover all raw materials required for Government 
work. If this proposal were adopted, the Ministry of 
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Supply, in collaboration with the other Departments, 
would determine all questions of priorities in relation to 
raw materials and would deliver as a free issue to all other 
Departments, and all manufacturers working on contracts, 
the raw materials which it purchases. The product of each 
sub-contractor would be a free issue to the contractor and 
the costing would not have to take into account the price 
of the principal materials. Apart from other advantages 
this procedure would undoubtedly avoid the locking up 
of capital by manufacturing concerns for the purchase of 
raw material stocks, and should thus facilitate the finance 
of production by minimizing the demand for borrowed 
money, even though the accommodation required is of 
the type which is most readily available. In normal 
conditions, the objection to such a system would be that 
it prov ides no incentive to securing the fullest economies 
in raw materials. Under present conditions, however, it 
would from this point of view represent an improvement 
on the ‘‘ cost plus’’ system, which actually tends to 
encourage waste by making profits proportional to the 
cost incurred. 

What is really needed, however, is some more adequate 
machinery for the supply of fixed capital for such purposes 
as extensions of works, which manufacturing firms find it 
particularly difficult to secure owing, among other things, 
to E.P.T. Thus, Mr. C. Gordon E ngland, of the Engineer- 
ing Industries Associ: ition, has argued that: “ Iinancial 
legislation has made it impossible for many firms to buy 
plant and equipment—the normal machinery of finance 
has been disturbed and no adequate substitute has been 
provided. New capital cannot be obtained, since E.P.T. 
has hit hardest on those industries which have had to 
expand for war production. ... The Government finance 
which is available scarcely helps. The average time taken 
for a decision varies from four to nine months, and it 1s 
impossible to provide enough Government officials with 
industrial knowledge to investigate all the applications 
which should be made.”’ These are undoubtedly real 
difficulties. It is, however, for the authorities to see that 
this gap in the financial machinery is closed, not for the 
banks to embark on types of lending which would be 
quite unsuitable for institutions receiving from the 
public deposits repayable on demand. 
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Matters of Law: Some Recent 
Decisions 
By Maurice Megrah 


HERE are nowadays so many statutes and statutory 

rules and orders demanding consideration that one 

is apt to forget that litigation still continues. 
Though cases, so far as interests bankers, are not of 
pre-war volume, yet occasionally there are decisions 
worthy of attention, and the three dealt with below are 
the most important since our last survey in THE BANKER 
for March. 
Garnishee Orders 

That the banking account of a liquidator of a company 
cannot be regarded, for purposes of garnishee procedure 
at any rate, as that of the company, was decided by the 
Court of Appeal in April last in peace Motor Co. 
(London), Lid. v. Bremith Ltd. ({1941] 2 All E.R. 11). 
Judgment had been given for the plaintiffs against the 

defendants in respect of costs and the judgment. creditors 
then served a garnishee order visi on the bankers to the 
liquidator. The Judge in the Mayor’s and City of 
London Court held that the balance in the liquidator’s 
account was not attachable to answer an order of attach- 
ment based on a judgment against the company. The 
Court of Appeal agreed. In the words of the Master of 
the Rolls (Sir Wilfrid Greene), at p. 12: ‘“‘ Under Rules 
of the Supreme Court, Order 45, r. I, a garnishee order 
nist can be made on an affidavit that any other person 
is indebted to the judgment debtor, and the order will 
be that all debts owing and accruing from such third 
person to such debtor shall be attached to answer the 
judgment or order. Here the money was not owing to 
the judgment debtor at all. The judgme nt debtor was 
the company, and the account was in the name of the 
liquidator. The liquidator alone could sue the bank, and 
his cheque alone would be honoured . . . there was no 
relationship of banker and customer or debtor and 
creditor between the bank and the company.” The 
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Court, further, refused to follow the decision of the Court 
of Appeal in Gerard v. Worth of Paris, Ltd. ({1936] 2 
All E.R. 905), which was to the opposite effect, on the 
ground that that judgment was delivered without argu- 
ment or reference to the crucial words of the rule, and 
without any citation of authority. Fin: ally, the Court 
approved the wey of the same Court in Hirschorn v. 
Evans ([1938] 2 K.B. 801), in which it was held that a 
joint account of husband and wife could not be attached 
by garnishee process to answer a judgment against the 
husband alone. 
Courts (Emergency Powers) and Third Party Mortgages 
The second case is of considerable importance, in- 
volving, as it does, a reversal of the decision of Farwell, J., 
in Re National Provincial Bank, Ltd. ([1941] 1 All E.R. 97). 
In that case the bank wished to realize security charged 
by a third party ; and it was argued that they had no 
need of the consent of the Court under the Courts 
(Emergency Powers) Act, 1939, but nevertheless sought 
to have the point made clear. Farwell, J. agreed, 
holding that the mortgagor could not obtain relief. The 
present case, Franklin v. Midland Bank, Lid. ([1941] 

All E.R. 135), was very similar, though there were 
distinguishing features in the form of charge. It is 
necessary here to be reminded of the terms of the statute. 

Section I (2) provides : 
Subject to the provisions of this section a person shall not be 
entitled except with the leave of the appropriate Court (a) to 
proceed to exercise any remedy which is available to him by 
way of ... (iv) the realization of any security . . .” 
and section I (4): 

“If, on any application for such leave as is required under this 
section for the exercise of any rights and remedies mentioned 
in sub-ss. (1), (2), and (3) of this section the appropriate Court 
is of opinion that the person liable to satisfy the judgment or 
order, or to pay the rent or other debt, or to perform the 
obligation in question, is unable immediately to do so by reason 
of circumstances directly or indirectly ear ible to any war 
in which His Majesty may be engaged, the (¢ ourt may refuse 
leave for the exercise of that right or remedy...” 

Morton, J., who tried the case, agreed with Farwell, J. 
that the former sub-section had no application, because 
the person who charged the security was not a “ person 
liable to satisfy the judgment or order or to pay the rent 








18 ===) THE BANKER- 





or other debt.’”’ But he considered that the first sub- 
section by itself made the Court’s consent a necessary 
preliminary to the realization of the security, even 
though such permission could not be refused. He 
thought that Farwell, J.’s attention had not been suff- 
ciently drawn to the sub-section. 

As stated above, the form of charge in the Midland 
Bank case contained two clauses by which counsel for 
the mortgagor tried to establish the latter’s liability for 
the principal debt. They are: 

And it is hereby also agreed and declared that although as 
between the principal and the mortgagor the said premises 
(the mortgaged premises) may be liable and charged only 
secondarily and by way of guarantee yet as between the 
mortgagor and the bank the said premises shall be deemed to 
be liable and charged primarily and as for moneys primarily 
due from the mortgagor and accordingly that the bank shall be 
at liberty without thereby affecting their rights hereunder at 
any time to determine enlarge or vary any credit to the princi- 
pal to vary exchange or release any other securities held or to 
be held by the bank for or on account of the moneys intended 
to be hereby secured or any part thereof to renew bills and 
promissory notes in any manner and to compound with give 
time for payment to accept compositions from and make any 
other arrangements with the principal or any obligants on 
bills notes or other securities held or to be held by the bank for 
or on behalf of the principal.”’ 
and 

“And it is hereby lastly declared that although the liability 
of the mortgagor hereunder cannot exceed the value of the said 
premises yet these presents shall be construed and take effect as 
a guarantee of the whole and every part of the principal 
moneys and interest owing and to become owing as aforesaid 
and accordingly the mortgagor shall not be entitled as against 
the bank to any right of proof in the bankruptcy or insolvency 
of the principal or other right of a surety discharging his 
liability in respect of the principal debt unless and until the 
whole of such principal moneys and interest shall have first 
been completely discharged and satisfied.” 

Morton, J. could find nothing in the first which 
imposed on the mortgagor a liability to pay money ; nor 
in the second either, in spite of the passage rendering 
the charge a guarantee of the principal debt. He refused 
to read the passage apart from the whole instrument. 
‘ Testing the matter by considering whether the bank 
could recover any sum of money in any action against 
the mortgagor, either before or after the security has 
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been realised, I think it is plain that any such claim by 
the bank must fail ’’ (p. 138). 

Finally, his Lordship agreed with Farwell, J. that 
the case was a casus omissus, and he thought it might 
cause hardship. 


Sellers of Stocks and Shares—Extent of Duty 

In the Court of Appeal recently, in Hichens Harrison 
Woolsten and Co. v. Jackson and Sons ([{1941] 2 All E.R. 
704), it was decided, or rather confirmed, that a vendor 
of stocks or shares is under no obligation to do more 
than deliver to the purchaser the relative certificate and 
a valid transfer—he does not guarantee that the transfer 
will be registered by the company or other registering 
body. 

The case concerned the sale by solicitors of stock of 
the Bristol Waterworks Co., delivered to them in the 
form of a certificate and blank transfer. A London firm 
of brokers were commissioned to carry through the sale, 
which was effected on the Bristol Exchange, there being 
no reasonable market in London. Before the transfer 
could be registered the original owner of the stock, 
whose name still appeared on the register, repudiated 
the transaction and required the company not to register. 
On the company’s refusal to register, the brokers bought 
in the stock against the sellers. on the ground that they 
were bound so to do by the rules of the London Stock 
Exchange. Reversing Lord Caldicote, L.C.J., the Court 
of Appeal held that the brokers could not recover, and, 
incidentally, that the rules of the London Stock Exchange 
had nothing to do with the matter as the sale was effected 
on the Bristol Exchange. In his judgme nt, MacKinnon, 
L.J. approved the decisions in Sivay \ _ Russell ({1859] 

E. & E. 888), Skinner v. City of London Marine In- 
surance Corpn. ([1885] 14 O.B.D. 882), Re London 
Hamburg and Continental Exchange Bank, Ward & 
Henry’s Case ({1867] 2 Ch. App. 431), and London 
Founders’ Association v. Clarke ({1888)} 20 0.B.D. 576), 

“all concurrent authority as regards the common law 
duties of the vendor and purchaser of shares,” and all 
limiting the vendor’s responsibility to the delivery of a 
certificate and valid transfer. 
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Du Parcq, L.J. said that the sellers are always under 
a duty to do nothing to prevent the regisiration of the 
purchaser, and y-reagereg that where the seller is not 
himself the transferor it is neither necessary nor possible 
to imply any ws irranty that the transferor will do nothing 
to prevent the transfer of the stock. Bennett, J. agreed 
with the Lord Chief Justice that the solicitors were 
principals, not agents, for the registered holder. 


The Future of Exchange Control 
By Paul Einzig 


NE by one the loopholes in the exchange contro! 

are being stopped, and it now seems reasonable 

to hope that in the course of time the restrictions 
will become practically watertight. This, at any rate, 
is the aim of the authorities. During the early months 
of the war the Treasury was reluctant to tighten the 
exchange restrictions, for fear that they might interfere 
with London’s prospects as an international banking 
centre after the war. Since the change of Government 
in 1940, however, Whitehall has made a praiseworthy, 
if belated, effort to make good its earlier omissions. 
Even now, the process of stopping the leaks is lamentably 
slow, but at any rate the Government has adopted an 
efficient system of exchange control as its objec tive. 

The question is, has the control come to stay? The 
relatively mild form of control that existed during the 
last war was removed soon after the armistice. A wild 
fluctuation in the exchanges was the result. This 
currency chaos that followed the removal of exchange 
control was entirely without precedent in financial 
history. Admittedly, an adjustment of the various 
exchange rates from the artificial levels at which they 
were kept during the war had been a necessity. Neverthe- 
less, many exchange rates depreciated between 1919 and 
1926 to a far greater extent than would have been 
necessary to restore economic parities, while the ac- 
companying fluctuations were wholly bad. This chaos 
was largely the result of the orgy of speculation that 
followed the removal of restrictions. Its effect on all 
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but a small number of people who made profits out of 
the speculative fever was disastrous. <A repetition of 
this experience must be avoided at all costs. For this 
reason, it is essential that exchange control should not 
be removed after the end of this war. Otherwise the 
gigantic task of the reconstruction and of the reorganiza- 
tion of Europe on a new basis would be interfered with 
by disturbing exchange fluctuations. In this country, 
and in other countries in Europe, exchange control will 
have to be maintained for a considerable time after the 
termination of hostilities, in the interests of the successful 
achievement of the great tasks which post-war statesman- 
ship will be called upon to tackle. 

What ee be the attitude of the banking conimunity 
towards the problems outlined above ? Until now there 
has been nt pronouncement on the subject by any 
representative spokesman of the London banks. The 
silence of bankers on a subject with which they are so 
closely concerned may be due to the fact that until now 
they have been eras ace v by the more immediate 
problems of their war-time banking activities. Ever 
since the first day of the war there has been a plethora 
of new emergency regulations, and bankers may have 
rightly felt that it was more urgent to deal with these 
rather than devote their time to the discussion of post- 
var problems. During recent months, however, the 
flood of new measures has abated somewhat, and bs inke TS 
ave had a chance to settle down to work under the new 
situation created by the adoption of control. Since their 
current business activity is, generally speaking, at a 
low ebb, they could have devoted some time, individually 
and collectively, to post-war problems. If they have 
done so they have ~_ no evidence of it. Possibly they 
have not adequately realized the necessity for them to 
adopt a definite attitude at this stage when the end of 
the war is, unfortunately, not within sight. If so, they 
ought to bear in mind that in other quarters, banking 
problems, such as the future of exchange restrictions 
have become the subject of lively discussions. 

During recent weeks each of the three principal 
Parliamentary parties has formed committees for the 
discussion of post-war economic problems. For some 


months past, the Government itself has devoted much 
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attention to post-war economic problems, and a special 
department has been created for the purpose under the 
leadership of the Minister without Portfolio, Mr. Arthur 
Greenwood. The deliberations of all these bodies are 
likely to affect the Government’s attitude towards 
matters that are of vital importance to the City. In 
spite of this, the City itself seems to have kept almost 
entirely aloof from these deliberations. While individual 
bankers and business men may have taken part in the 
proceedings of the four bodies dealing with the fate of 
the City after the war, the City as such, or even the 
representative organization of sectional interests within 
the City, have not expressed their views. 

Those absent are always in the wrong, and it is 
possible that the absence of City interests from the 
discussion of post-war economic and financial problems 
in official and political circles may result in decisions 
which will work out to the disadvantage of the business 
community. Moreover, many quarters are inclined to 
interpret the silence of the City as an indication that the 
City is not prepare ed even to discuss any post-war reforms, 
and that its sole aim is to revert to the pre-war position. 
To the mind of the predominant majority of the public, 
on the other hand, it is simply inconceivable that the 
clock should be put back to 193g. Any assumption 
that the City is likely to resist post-war reforms, therefore, 
would be likely to arouse widespread antagonism. Clearly 
it is to the interest of the City to remove all possible 
misunderstanding about its attitude, and also to make 
its voice heard in the debate about post-war reform. 

Applied to the problem of exchange restrictions, the 

above conclusion is essentially valid. It is to the interest 
of bankers that decisions concerning the fate of exchange 
control after the war should not be reached in their 
absence. For this reason, it is essential that they should 
give the problem careful consideration and that at an 
early stage they should announce their general attitude. 
Failing such a statement, the public may —_ to suppose 
that bankers would favour the removal f the control 
immediately after the cessation of the hostilities From 
the point of view of banking profits, it undoubtedly 
would be to the interests of the bankers that a free 


foreign exchange market should be restored as soon as 
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possible. Beyond doubt, the control has resulted in a 
sharp contraction of the turnover in foreign exchanges, 
even in the case of banks which have the advantage of 
being authorised dealers. Apart from the contraction 
in the volume of foreign trade—part of which is now 
transacted by the Governments concerned instead of by 
private interests—foreign exchange business has also 
suffered as a result of the elimination of foreign exchange 
speculation, and the restrictions imposed on the inter- 
national transfer of capital. 

It is true that the commission of 2s. 6d. per {100 
which the banks are allowed to charge on their con- 
trolled foreign exchange deals is many times wider than 
the margins they were able to secure before the war. 
In the case of the dollar exchange, for instance, the margin 

of gross profit was usually about 1/32 cent per dollar ; 

on ‘the basis of the present rate of exchang se this works 
out at about 1/128 per cent. of the turnover, or roughly 
2d. per f100. Very often the margin was 1/64 cent 
only, in which case the gross profit was a bare Id. per 
f100. Out of this the banks had to pay foreign exchange 
brokers’ commissions and had to bear the cost of ex- 
pensive overseas trunk calls. Admittedly, the margin 
was wider in the case of other exchanges, but this almost 
invariably meant a bigger risk. Although every bank 
aims at maintaining a balanced position, the profits 
secured by the exchange department through weeks of 
hard work might sometimes be wiped out in a few 
minutes as a result of the effect on the exchange rates 
of some unpredictable event. On the other hand, the 
half-crown that the banks are now allowed to earn is 
practically a net profit (subject, of course, to general 
overhead charges) and the banks are able to earn it 
without taking any risk. Notwithstanding this, thei 
total foreign exchange earnings remain behind their 
pre-war earnings owing to the decline in the turnover. 

Needless to say, the turnover is likely to increase in 
any case after the war. The volume of international 
trade will recover, and the Government’s share in it 
will materiaily decline, even if exchange control is fully 
maintained. Arguments that foreign trade cannot thrive 
under exchange control need not be taken seriously 
While the existence of control tends to increase the 
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difficulties of foreign trade, the Governments will find it 
necessary to grant permits for essential foreign trade 
transactions. On the other hand, the maintenance of 
exchange control would effectively prevent an increase 
in turnover through the revival of speculation and the 
international shifting of ‘‘ funk money.” E xpe rience of 
the twenty years between this war and the last showed 
that it is only through reckless speculation and sweeping 
flights from the leading currencies that a really large 
turnover can be achieved in the free foreign exchange 
market. 

Would the banks, in fact, be likely to advocate a 
return to free exchanges for the sake of benefiting by the 
increase of the turnover in connection with disturbed 
currency conditions? The question has only to be 
asked to answer itself in the negative, yet in the absence 
of pronouncements to the contrary by the representative 
organizations of bankers many people might consider 
the possibility a real one. It is because of this danger 
that it is to the interests of the bankers to make it plain 
to the public that they have not the slightest desire to 
derive profit out of the disastrous currency chaos that 
would follow the removal of exchange control. They 
should make it clear also that it is not their intention 
to urge the authorities to remove exchange control unless 
and until it becomes evident that the change would not 
lead to any wild fluctuations through speculative fever 
and flights from currencies. Conceivably, many bankers 
would be strongly opposed on general grounds to the 
perpetuation of exchange control. Whether it would 
be necessary to retain the restrictions for good is a highly 
controversial topic which is outside the scope of this 
article. Without committing themselves on this broad 
question of free exchanges versus exchange control, 
however, the bankers might with advantage make it 
clear—for example, in the next series of annual speeches 
that they do not wish to influence the Government’s 
choice of date for the removal of exchange control after 
after the war. 
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More than a century’s accumulated busi- 
ness experience and conservalive progress 
form the background of the comprehensive 
service which the Westminster Bank is able 
to place at its customers’ disposal. 

The Bank’s vast resources, its constant 
touch with current affairs and its extensive 
system of branch offices in England and 
Wales and agents elsewhere, combine to 
enable it to offer a wide range of facilities, 


Siven on 


details of which will oladly be o 


request by the manager of any branch. 


WESTMINSTER BANK 


LIMITED 


Head Office: 41 Lothbury, London, E.C.2 
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International Bankin 
nternational Banking 
The Far East 

HE Japanese occupation of French Indo-China has 

resulted in manifold and, in some cases, far-reaching 

changes in the banking situation. Nothing is known 
so far to what extent and in what direction the situation 
in Indo-China itself has been or is likely to be affected. 
Conceivably the country will have to join the yen bloc, 
and the Saigon franc, which is pegged at present to the 
‘rench franc, would then be pegged to the yen. It is safe 
to assume that any arrangement that will be made will 
be such as to enable Japan. to import an almost unlimited 
amount of goods from French Indo-China, without having 
to pay for them in foreign exchange or even in Japanese 
goods of a corresponding value. While the aim of the 
occupation of the country is primarily strategic, its 
economic exploitation for the benefit of Japan will not 
be neglected. 

Even though Thailand is as yet free from Japanese 
occupation, her economic exploitation by Japan has 
already begun. It was announced in Tokyo on August I 
that a Thai banking syndicate has granted to Japan a 
credit of 1,000,000, for the purpose of facilitating 
Japanese imports from Thailand. Evidently, Thailand 
is not normally a lender country, and can ill-afford to 
grant credits abroad. Its Government must have been 
subject to political pressure before it consented to the 
transaction as a result of which Japan has become 
enabled to import in excess of her exports to Thailand. 
The explanation given in Tokyo that the credit has been 
necessary in order to offset the effect on Thailand- 
Japanese trade of the freezing of Japanese sterling assets 
does not carry much conviction. 

The freezing of Japanese assets has been carried out 
by the United States, Great Britain and all British 
Dominions, and by the Dutch East Indies. The assets 
of Japan’s puppet States on the Asiatic mainland have 
also been frozen, while at the request of the Chungking 
Government, Chinese assets have been treated inasimilar 
way, in order to prevent the Japanese from laying hands 
on assets belonging to residents on Chinese territory under 
Japanese control. At the time of writing it is as yet 
uncertain whether in practice the freezing will be enforced 
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Banque du Congo Belge 





THE BANQUE DU CONGO BELGE, Central Bank for the Belgian Congo and Bankers 
to the Belgian Congo Government, has had its activities with Great Britain and the British 
Empire greatly increased since the occupation of Belgium. 


The Bank owns numerous Branches all over the Belgian Congo and Ruanda Urundi. 
It also possesses a Branch in the Tanganyika Territory, at Dar-es-Salaam, which is an 
important point for the transit of goods to the Belgian Congo. The office of the General 
Manager for Africa is at Leopoldville. 


Apart from the issue of notes to bearer and coins the Bank undertakes all the usual 
banking transactions. Besides these operations, the Bank is in charge of the Foreign 
Exchange Control linked with the British Exchange Controls. 

The London Branch of the BANQUE DU CONGO BELGE has been established here 
since the last war and had recently to move its offices to larger premises, 39 New Broad 
Street, E.C.2, owing to the increase in the transactions between Great Britain and the 
Congo. An emergency office has been established at Somerset Road, Wimbledon. 

Trade between Great Britain and the Congo, although on a fairly large scale, could be 
substantially increased but for the shortage of freight. ‘Transactions of some importance 
have recently been conducted with the U.S.A. 


Since 24th January, 1941, the Belgian Congo and Ruanda Urundi have been parts of 
the Sterling Area. 


It may be noted that the gold backing for the notes in circulation of the BANQUE DU 
CONGO BELGE was safely deposited a long time before the war outside the actually 
occupied countries. 





in full or whether licences for payments out of the blocked 
assets will be granted freely. Similarly it is not yet 
known how far Japan will apply the re taliatory measures 
taken against subjects of the countries which have frozen 
her assets. The quotation of the yen has been suspended 
in London ; the market in Shanghai dollars became very 
narrow ; and the Hongkong dollar has joined the sterling 
bloc. These are some of the immediate effects of the new 
financial war between Japan and the democratic countries 
Occupied Europe 

A new decree issued in Holland authorised the Nazi 
Secretary for Finance to order the surrender of foreign 
securities held by Dutch citizens. The prices will be 
fixed by the Netherlands Bank, which is under Nazi 
control. Already, all Dutch gold held by the Central 
Bank or by Dutch private interests, and their foreign 
balances, have been taken over by the German authorities 
against payment in Reichmarks. The first list of foreign 











it THE BANKER 


securities to be surrendered includes Swedish Government 
bonds. It is expected in Amsterdam that all Swedish 
and Swiss bonds and shares will be commandeered shortly. 

The German military authorities in France issued a 
decree permitting the export of French francs, gold and 
securities to Germany, Czecho-Slovakia, Belgium, Holland 
and Norway. The measure is stated to have been taken 
in order to facilitate “‘ collaboration ’’ between French 
and German industries. The chances are that the new 
step will lead to a depreciation of French francs, as 
notes are now more likely to find their way to the black 
markets in neutral countries. 

Spain 

In a recent statement in the House of Commons, 
the Foreign Secretary declared that since the conclusion 
of the Civil War H.M. Government has been doing 
everything in its power to promote the economic recovery 
of Spain. To that end, two import credits have been 
granted to Spain. General Franco’s recent hostile state- 
ment made it appear, however, that the Spanish Govern- 
ment did not desire any further assistance from Great 
Britain. If that is the case, H.M. Government would be 
unable to proceed with its plans. 


Appointmen ts & Retirements 


Bankers Trust Company 

Mr. Ek. F. Bray, assistant auditor of the Bankers 
Trust Company, has been appointed assistant manager 
of the London office. 


Commercial Bank of Australia 
Mr. W. S. Reid has been appointed to the board of 
the bank on the resignation of Mr. A. W. Palfreyman. 


Commonwealth Bank of Australia 

Mr. Gordon Murray Shain, joint chief inspector of 
the Commonwealth Bank of Australia, has been ap- 
pointed deputy governor in succession to Mr. H. T. 
Armitage. 
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Glyn, Mills & Co. 
Mr. Cyril George Randolph has been appointed a 
director and managing director. 


Lloyds Bank 

Mr. M. C. Perrett, hitherto an inspector, has been 
appointed manager of Broad Street (also Caversham) 
branch, Reading. 

At Worcester Park branch, Mr. F. A. Glanvile, 
hitherto acting manager, has been appointed manager. 


Martins Bank 

Mr. R. M. Holland-Martin, C.B., chairman of the 
London Board of Martins Bank, has been appointed a 
deputy-chairman in succession to the late Mr. G. E. B. 
Bromley-Martin. He was chairman of the bank from 
1925 to 1928, and has previously held the position of 
deputy-c hairman. 

Mr. Holland-Martin is also chairman of the Southern 
Railway and a director of the Alliance Assurance Co., 
Union Discount Co., Gas, Light & Coke Co., Agricultural 
Mortgage Corporation, West London Extension Railway 
Co., and the Sutton Harbour Improvement Co. He is 
a member of the Council of the Corporation of Foreign 
sondhoiders. 

Mr. E. H. Brown, hitherto sub-manager of Bury 
branch, has been appointe -d manager of Bolton branch in 
succession to the late Mr. W. E. Blackburne. Mr. T. 
England, hitherto manager of Friargate branch, Preston, 
has been appointed sub-manager of Bury branch. 

Mr. J. J. Openshaw, from Manchester City Office, has 
been appointed accountant of Brown Street Office, 
Manchester. 


North of Scotland Bank 

On the retirement of Mr. David Chisholm, Mr. Fred 
R. Stevenson, agent at Bridge of Allan branch, has been 
appointed agent at Stirling branch along with Mr. James 
N. Dandie, the present joint agent. 

Mr. William R. Robertson, accountant at West End 
Office, London, has been appointed agent at Bridge of 
Allan Branch. 
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Mr. Harold M. Williams has been appointed ac- 
countant at West End Office, London, with authority 


ce 


to sign official documents “ p. manager.”’ 


Union Bank of Australia 
Mr. W. A. Kenny has been appointed chief inspector 
of the bank on the retirement of Mr. C. T. Peck. 





Obituary 


Lord Willingdon 


The death of Lord Willingdon will be as deeply 
regretted in banking circles as in the many other spheres, 
both in this country and the Dominions, in which he 
achieved distinction. Lord Willingdon was chairman of 
the London Committee of the Bank of Montreal and a 
director of the Westminster Bank. His death took place 
at the age of 74. 

Among other important appointments, he was 
Governor General of Canada from 1926 to 1931 and 
Viceroy and Governor General of India from 1931 to 1936. 
His last service to this country was, of course, the im- 
portant trade mission to South America which he headed 
early this year. 

Group Captain J. E. Tennant 

After the war the discount market will be poorer by 
the loss of yet another of its prominent personalities 
through the death at the age of 51 of Group Captain 
John Edward Tennant, for many years senior partner 
in the well-known market firm of Hohler and Co. Captain 
Tennant had a particularly distinguished military career, 
having served successively in the Navy, the Army (in 
which he attained the rank of Lieut.-Colonel) and the 
Royal Air Force. In the last war he was mentioned five 
times in dispatches, winning the D.S.O. and the M.C. 
One of his most spectacular exploits, an escape from 
Mesopotamia, attracted wide attention. On the outbreak 
of the present war he rejoined the R.A.F., and met his 
death in a flying accident while commandant of the 
Air Training Corps in Scotland. 
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FUNCTIONS OF MONEY THE BANKER’S PLACE IN 
A Handbook deali ith the Subj in i 

Practical, Theoretical pore idioestad Henacte. COMMERCE 

179 pages. 7s. 6d. net. A simple exposition of everyday banking operations, 


THE LONDON MONEY MARKET based on a series of articles which aroused world-wide 


interest. 74 pages. 3s. 6d. net. 








Sixth Edition. A practical guide to what it is, where it 
is, and the operations conducted in it. ‘‘A book that 


every business man ought to read.’’ Stock Exchange TATE’S MODERN CAMBIST 
Gazette. 277 pages, illustrated. 10s. 6d. net. 


A manual of the world’s monetary systems. Twenty- 


BANKERS’ CREDITS eighth Edition. 748 pages. 42s. net 


And all that Appertains to Them in their Practical, 


Legal a ee Aspects. Third Edition. 155 TATE’S MONEY MANUAL 


pages. . net. 


THE FINANCE OF FOREIGN TRADE Being supplements to Tate’s Modern Cambist. Vol. |, 


A Practical Guide to the Operation of Banker !28 pages, 5s. net. Vol. Il, 188 pages, 7s. 6d. net. 
and Merchant. Second Edition. ‘‘ It would be hard 


to find a more useful and practical guide to the elucida- A PRIMER OF FOREIGN EXCHANGE 


tion of an intricate subject.’ Times Trade and Engin- 
eering Supplement. 227 pages. 7s. 6d. net. Third Edition. 336 pages. 3s. 6d. net. 


FOREIGN EXCHANGE AND FOREIGN BILLS 
In Theory and in Practice 


Eleventh Edition. A recognised classic on Foreign Exchange. Bankers’ Magazine says: ‘‘ This book 
is of great value to all those studying the foreign exchange market, or connected with it in any 
capacity.’’ 336 pages. 10s. 6d. net. 
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Established 7th September, 1906. 


CAPITAL ISSUED - - - =~ Rs. 2,00,00,000 
CAPITAL SUBSCRIBED - - - >» 2,00,00,000 
CAPITAL CALLED UP -_ - - ss 1,00,00,000 
RESERVE FUND s + @ »» 1,15,50,000 


HEAD OFFICE :—ORIENTAL BUILDINGS, BOMBAY. 


BOMBAY BRANCHES :—Bullion Exchange, Colaba, Kalbadevi, and Malabar Hill. 


OTHER BRANCHES :—Ahmedabad (Bhadra Office), Ahmedabad (Station Branch), Andheri (Near 

Bombay). Bandra (Near Bombay), Calcutta (Clive Street, Main Office), Calcutta (Bara Bazar), Caicutta 

(Chowringhee Square), Jamshedpur, Hagpar (csngouey>, Nagpur (Itwari Bazar), Poona, Poona City, 
ajkot, Surat, 


LONDON AGENTS: THE WESTMINSTER BANK LD. 


DIRECTORS : 
Sir Chunilal V. Mehta, K.C.S.1. (Chairman) Sir Cowasjee Jehangir, Baronet, K.C.1.E., O.B.E. 
Mr. Ambala! Sarabhai Mr. Dinsha K. Daji 
Sir Joseph Kay, Kt. (On Leave) Mr. Ramniwas Ramnarain 
Mr. A. Geddis Mr. R. L. Ferard 
Manager: Sir Alexander Gray, Kt. 
Current Deposit Accounts.— Interest is allowed on daily balances from Rs. 300 to Rs. 1,00,000 @ 4% per annum. 


Interest on balances in excess of Rs. 1,00,000 allowed only by special arrangement. No credit will be given for interest 
amounting to less than Rs. 5 per half year. 


THE BANK OF INDIA, LTD. 


Fixed Deposits.—Deposits are received fixed for one year or for shorter periods at rates of interest which can be 
ascertained on application. 


Savings Bank.—Accounts opened on favourable terms. Rules on application 
The Bank undertakes Executor and Trustee Business.—Rules may be obtained on application. 
General Banking Business transacted, rules for which can be obtained upon application. 
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Books 


OIL AND THE WaR. By E. M. FRIEDWALD. (William 
Heinemann. Price 3s. 6d. net.) 

Tis is a booklet which contains all the known 
essential facts and figures about the oil production, 
supplies, consumption, refining and transport of the 
principal countries. It answers innumerable questions 
that arise day after day in connection with the oil position 
of the belligerent countries. While many of the relevant 
facts and figures are unknown, the author has managed 
to compile the material available for experts and to 
present it in a form that makes it accessible to the layman. 
Considering the vitally import int part which oil plays in 
the war, the knowledge of the material contained in this 
book is helpful in forming a clearer idea of the prospects. 
The author inspires confidence in an Allied victory by 
giving a clear idea of the immense superiority of the oil 
resources of the Democratic countries over those of the 
Axis Powers. 

City OF BIRMINGHAM FINANCIAL STATEMENT, 1939-40. 

Tuis volume of over 350 pages gives a detailed 
insight into the administration of a great city, a giant 
concern with an annual “ turnover ”’ of over {22,243,000 
and an income of {5,459,000 from rates and £4,100,000 
from Government grants. It hardly needs pointing out 
that the war has had direct and important reactions on 
the finances of all local authorities. On the one hand, 
for example, the prospect of large-scale evacuation in- 
evitably had an adverse effect upon the revenues of the 
large towns, while on the other hand the extent of the 
new responsibilities involved in civil defence measures 
may be seen from the fact that Birmingham’s A.R.P. 
expenditure last year was equivalent, after allowing for 
Government grant, to a rate of 8.87d., as compared 
with an original estimate of 1.57d. boa addition, there 
was a substantial indirect charge which in present con- 
ditions cannot be debited to A.R.P. account, such as the 
remuneration of employees diverted to civil defence 
duties. 








